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Editorial Comment 






In the case of many Dominion government 

When the contracts and controls which were part of 

Waris Over the war program, the expiry date is when- i 
ever the Governor General in Council de- 

clares that the war is over, or else at a set time thereafter. 

Obviously, no government could expose itself to the hazard 

of a sudden termination, or to any uncertainty as to when 

hostilities actually ceased, and thereby leave a host of con- 

tracts and regulations open to legal dispute. The date of 

a proclamation on the other hand is definite, and this was 

the particular device adopted in Canada for this purpose. 

Further, a reasonable interval must be allowed for readjust- 

ment — it unquestionably is better for us to get rid of 

most of the controls while still nominally in a state of war, 

than to declare the war over while we still have the regula- 

tions and also the conditions which have been created by 

such regulations. What we must not lose sight of, how- 

ever, is the fact that this is an anomolous and even self- 

contradictory situation which the government should make 

all due haste to correct, by speeding up the release from 

controls and by establishing permanent bases for whatever 

may be retained. What we must avoid, at all costs, is the 

indefinite prolongation of “a state of emergency” and the 
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dictatorial thinking to which it gives rise, when in fact 
there is no longer any state of emergency. 

In their atomic bombing and other offensive 
The Task of efforts against the enemy, it seems that the 
Reconversion allied scientists and military strategists 

builded either better than they knew or 
dared to admit, and thereby got a step ahead of their associ- 
ates in other fields. The result is that the diplomats and 
controllers, in place of having a year or so of continued war 
with Japan, have had to revamp their plans suddenly. 
The “white paper” of the Canadian Department of Recon- 
struction laid emphasis on this intermediary stage as one 
during which partial reconversion could be achieved. 


Incidentally, this may illustrate the fatal and irremedial 
weakness of all government planning—its inability to set 
up, under any democratic form, means for immediate ad- 
justment to the unexpected. A business man can read in 
the morning newspaper about a new development, and 
put into effect a change in his business policy when he 
reaches his office. For good or bad, this is one of the 
intrinsic qualities of capitalism or private enterprise. A 
government, dependent for its powers on elections and on 
statutes, can not do that, and, in so far as it may work 
through crown companies or other special bodies, it is 
departing from the fundamental principles of parliamen- 
tary control. 


Having the full problem of reconversion thus suddenly 
thrust upon us, we should not dally with any thoughts of 
prolonging wartime conditions in order that the plans 
which we had made be given a chance to work, but instead 
we should take up the gauge promptly and courageously 
so that our economic life may that much sooner be restored 
to normal. Surely the accumulated demand for consumer 
goods, the capital extension plans of industry, and the 
government’s own liberal program for the rehabilitation of 
ex-servicemen, are enough to tide us over the near future. 
The real test will come when shortages are made up and 
wartime accumulations of purchasing power are depleted. 
Industry must be given a chance to build up for that time 
of trial, when all our skill and courage will be needed to 
venture into new fields. The alternative of deficit public 
financing for the purpose of creating employment or prim- 
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ing industry, is one to which, in view of the size of our 
public debt, we can ill afford to resort. 

One phase of post-war policy on which, judg- 
Tax Reform ing by early reports, there has been some 
is Essential uncertainty, is taxation. This journal en- 

deavouring to express the viewpoint of 
chartered accountants’ organizations and of the accounting 
profession as a whole in Canada, has repeatedly urged that 
tax reform is a post-war “must”. There appears to be 
some thought, in governmental circles, of laying the em- 
phasis on social security, and of maintaining taxation at 
or very near its wartime extreme in order to support that 
program. But social security measures, whether justifiable 
or not, merely provide for the redistribution of a small 
proportion of the national income. At the present moment 
what we need most of all is the restoration of incentives 
to produce. For this purpose there has to be a simplifica- 
tion of the entire tax structure, abandonment of the 100 
per cent excess profits tax, and a substantial measure of 
relief to taxpayers as a whole. Until this is done, industry 
can not expand sufficiently to provide permanent employ- 
ment for our workers nor for our capital. That, we believe, 
is the opinion of auditors and accountants who, through 
their contact with the records of industry, are in a position 
to note the effects of taxation on operations. Possibly by 
the time this is in print the Dominion government will have: 
submitted its budget changes, and it is to be hoped that 
they will provide for the necessary minimum of tax relief.. 
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The Work of the Internal Auditing 
Department and the Public Auditor 


By H. G. Norman, C.M.G., F.C.A. 
Montreal, P.Q. 


{An address before a meeting of the Institute of Internal Auditors) 


cE WAS with a great deal of pleasure but some trepidation 

that I accepted the invitation to speak to you tonight 
on the subject of “Improving and Complementing the Work 
of the Internal Auditing Department and the Public Audi- 
tor”. 

It would hardly be in good taste for me to suggest that 
the work of the internal auditor needed improvement and 
would be rather self-condemnatory to suggest that the 
work of the public auditor can be improved, but realizing 
that the science of accounting is continually moving for- 
ward I will speak to my subject having in mind the view- 
point of research rather than criticism. 

It may reasonably be stated that the internal auditor 
is responsible either directly or indirectly to the manage- 
ment of a business and that the public auditor of a corpora- 
tion in Canada is elected by and responsible to the share- 
holders. The management is, however, responsible to the 
shareholders and therefore in the final analysis both audi- 
tors are responsible to the same group of people, which calls 
for a complete understanding of the work and the objective 
of each to make the whole as efficient a job as possible 
and also to avoid unnecessary overlapping of work with 
resultant duplication of expense to the client. 

The responsibility of the officers and directors of cor- 
porations to their shareholders, the public generally and in 
many cases to government agencies has become greater 
than ever before and calls for maintaining a system of 
accounts and methods of, presentation of same which makes 
it imperative for the senior corporate executives to be 
familiar with what internal auditing can accomplish in this 
regard and the need for complete co-operation between the 
internal auditor and the public auditor. Once the advan- 
tages of having a well ordered accounting house are accept- 
ed by senior executives, such executives will realize that it 
is their responsibility to see that a proper internal auditing 
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system is put into force and that it is co-ordinated with 
the work of the public auditor. 
The Published Statement 

In Canada it is recognized that the accounts presented 
to the shareholders are the accounts prepared by the com- 
pany’s officials and that the auditor’s certificate thereto 
expresses his views and opinions thereon. This brings out 
the necessity for the internal auditor not to confine his 
efforts purely to a check of the correctness of the detail 
transactions but also to satisfy himself that the method 
of presentation of the accounts properly reflects the facts. 

What is the interest of the public auditor in the develop- 
ment of good practice and procedure of and co-operation 
with the internal auditor? Modern business is conducted 
on so large a scale that it is impossible for the public 
auditor to even begin to verify the correctness of each 
individual transaction or to see that each transaction is 
properly entered in the accounts in such a manner as to 
properly reflect the results of the activities of the business. 
This condition results in the public auditor having to rely 
on a procedure which is one of a test check, the extent 
of the test depending to a great extent upon the adequacy 
of the internal control which in turn is not complete with- 
out internal auditing. The one without the other is like 
having a fire protection system without checking from time 
to time to see if such system is in working order. 

Internal Checks 

The system of “internal control” as well as “internal 
audit” embraces not only the work of the internal auditor 
as such but also, and in a large degree, the system of 
accounting used whereby the work of one individual acts 
as a check on the work of another individual, and one 
department on another department. In order that this may 
be effective it must be carefully planned and should be 
reviewed from time to time by the internal auditor as to 
its efficiency as well as to assure its being carried out 
properly. It is also necessary for the public auditor to 
review the effectiveness of the internal control so that 
he may plan his own work in relation thereto. 

The public auditor, realizing the necessity and desira- 
bility, not only from his own point of view but also that 
of the management, of satisfactory internal control and 
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also of an internal auditing department to supplement and 
check the control, can be of great assistance to the manage- 
ment as well as to himself in as far as possible insisting 
upon the management setting up a modern internal audit- 
ing department providing the size of the business warrants 
the outlay therefor. 

As I have indicated in previous public statements, my 
own view is that the person in charge of the account- 
ing function of a corporation should be a controller who 
in turn should be responsible directly to and report to 
the president, and so far as practical be a member of the 
board of directors, executive committee or finance commit- 
tee. The question then arises as to the official of the com- 
pany to whom the internal auditor should report. There 
is no doubt in my mind that the internal auditor should be 
as independent as is possible and be placed in a position 
in which he may make his findings and express his opinions 
without fear or prejudice, which in effect means that he 
should report to one of the senior executive officers of the 
company and in any event not to the person whose duty is 
to supervise the operation of the internal controls. 

The Internal Auditor 

The role of the internal auditor may be said to cover 
in general— 

(1) Location of errors. 

(2) Promotion of uniformity and accuracy in recording 

transactions. 

(3) Verification of accuracy of financial statements and 

reports. 

(4) Prevention and detection of fraud. 

(5) Control and reduction of costs. 

(6) Improvement of system of internal check. 

(7) Audit of branches. 

(8) Special investigation. 

As can be seen from above the work of the internal 
auditor is to a large degree one of a “pre-audit’’, that is 
to say a check of the transactions before they are completed 
and in so far as other transactions shortly after they are 
completed, which enables errors of omission or commission 
to be discovered quickly after or even before they occur. 
The public auditor is, however, concerned with checking 
completed transactions which in many cases have been 
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completed many months before they are reviewed. For 
this reason matters of accounting principle involved in the 
proper presentation of the accounts should at all times be 
reviewed by the internal auditor with the public auditor 
to avoid as much as possible adjustment to the accounts 
as a result of the check by the public auditor. 


The Public Auditor 


The public auditor is chiefly interested in the work 
carried out in connections with items 1, 2, 3, 4, 6 and 7. 
All phases of the audit work to be carried out by the inter- 
nal auditor and the preparation of the audit programs 
might well be discussed with the public auditor with a view 
to the latter being able to help in determining the program 
and also to keep himself well informed as to the extent of 
the work planned and thus permit of his planning test 
checks to be made to see if the programs are being carried 
out. In this work, collaboration is a great advantage to 
both parties but the public auditor should not in so doing 
undertake to limit his own work to any definite program 
otherwise his degree of independence might become im- 
paired. 

The desirability of collaboration in respect to programs, 
improvement of system of internal check and discussions 
as to proper accounting practices is undoubted. The ex- 
perience and training of the internal auditor and the pub- 
lic auditor are complementary — the one has a thorough 
knowledge of the practices, problems and policies of his 
own company whereas the latter has a broad public experi- 
ence in many fields of accounting and in a wide range of 
industries. The combining of these two should achieve re- 
sults which it would seem impossible to achieve in any 
other way. It would appear practically impossible for the 
public auditor to make recommendations as to any proposed 
changes in the accounting practices of a company, should 
he so decide to do, without having previously discussed the 
same at length with the internal auditor whose familiarity 
with the company’s procedures would be invaluable in de- 
ciding the form the recommendation should take. 


Details of Audit 


There are certain phases of audit work of a large cor- 
poration, carried out by the public auditor in the case of a 
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smaller business, which might well be carried out by the 
internal auditor such as the circularization of accounts re- 
ceivable, verification of inventories during the course of 
the year to avoid the necessity of complete verification at 
the close of the financial year, preparation of schedules 
relative to deferred items such as unexpired insurance, etc. 
If such work is undertaken by the internal auditor, the pro- 
gram should be agreed upon by both and to some extent 
should be carried out under the supervision of the public 
auditor. 

One point on collaboration seems hardly worth mention- 
ing, as it seems somewhat of a platitude, namely that copies 
of all reports of the internal auditor should be made avail- 
able to the public auditor. 

The present requirements of the public auditor certify- 
ing to the T2 Questionnaire called for by the Dominion 
taxation authorities, as well as the many requirements of 
various governmental bodies in connection with govern- 
ment contracts, bring to the fore the necessity of a reason- 
ably comprehensive accounting check of detail transactions, 
which will ensure that the accounting policies of the com- 
pany have been carried out and further will provide the 
necessary detail information to enable the returns to be 
readily prepared with a complete knowledge that the in- 
formation so furnished is accurate. A program of work 
of the internal auditor should be so laid out in collaboration 
with the public auditor as will provide this information 
readily, and a review by the public auditor of the work done 
pursuant to the program will avoid a large amount of dupli- 
cation of work otherwise unavoidable. 

The necessity of a dividing line of the work done by 
the two auditors and a review of all reports of the internal 
auditor does not in any way detract from the value of the 
internal auditor’s service or his prestige, but on the con- 
trary the growth’ of business has brought about a necessity 
of reallocation of work between the two groups with a 
placing of greater responsibility on the internal auditor 
than heretofore. 

In conclusion, may I say that a well organized and 
properly functioning internal auditing department is a 
necessity from the standpoint of management as without 
it one of the controls necessary to the proper conduct of 
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business is missing, and further with the enormous growth 
in business it is very essential and complementary to the 
work of the public auditor, which he is called upon to per- 
form in the examination of the accounts of large corpora- 
tions. 


Post-War Capital Asset Values 


By R. D. Armstrong, B.Com., C.A. 
Calgary, Alberta 


i the war, agricultural and industrial production 

in Canada has developed to the extent that the total 
value at market prices of goods and services produced in 
1944 was almost twice as great as in 1939. This increase 
is significant not only as a measure of our war effort but 
also because it affords some indication of the magnitude of 
the reconversion task with which we will be confronted 
when the war is over. 

The fact that during the same period the percentage 
of our gross national product exported increased from 17.7% 
to 33% indicates that the almost dominating influence of 
export trade on the level of national income and employ- 
ment in Canada has not diminished. On a dollar basis only, 
almost 50% of the increase in production is directly at- 
tributable to increased export trade. 

In that the figures quoted above relate to both agricul- 
tural and industrial production, they cannot be considered 
to be wholly representative of either. Statistics for years © 
up to 1942, the latest year for which such information is 
available, indicate, however, that the trend in the case of 
industrial production has been similar. The information on 
which the above statements are based was obtained through 
the courtesy of the Business Statistics Branch of the Do- 
minion Bureau of Statistics and is set out in more detail 
below: 


TABLET 
Relation of Canadian Gross National Product to Exports 
1939 1944 
000,000 % 000,000 % 
Gross national product .... $5,235 100 $10,432 100 
Exports from Canada: 
NF ee rasa ca: iis 924.9 17.7 3,440.0 33.0 
To United Kingdom ..... 328.1 6.3 1,235.0 11.8 


To United States ........ 380.4 7.3 1,301.3 12.5 
8.7 





To other countries ...... A 5 903.7 
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While Canadian export shipments have become abnorm- 
al both in size and composition during the war, and some 
reduction will be both desirable and unavoidable, it is es- 
sential that a relatively high level of export trade be main- 
tained. 

The Minister of Reconstruction made the following 
statement concerning export trade in a report on Employ- 
ment and Income presented to parliament in April, 1945: 
“Having regard to the structure of Canadian industry, the 
desired levels of employment and income, also the low level 
of export trade before the war, the government considers 
that a figure of not less than one and three-quarter billion 
dollars annually at current prices for merchandise exports 
and non-monetary gold is a practical and desirable target 
for post-war exports. This would be about one-half our 
current swollen wartime exports, about sixty per cent 
above the pre-war level in dollar value, but only about 
fifteen per cent higher in the amount of goods exported.” 

Competition Awaits Industry 

There is a significant difference between a wartime 
economy in which ready markets await production and a 
peacetime economy with the attendant bitter competition 
for markets, and Canada’s dependence on export trade is a 
factor which increases the vulnerability of her position dur- 
ing the transition period. There is a fairly prevalent belief 
that Canada has become a great industrial nation as a 
result of the war and that she will automatically be able 
to retain this position in the post-war world. Inspection of 
the extent to which our best customers have increased 
their own production during the war affords some indica- 
tion of the competition with which we will be confronted. 
The following table, based on information furnished by the 
Business Statistics Branch of the Dominion Bureau of Sta- 
tistics is of interest in this connection: 

TABLE II 


Gross National Product and Percentage of Exports 
thereto, United Kingdom and United States 


1939 1943 
000,000 % 000,000 % 

Gross national product: 

United Kingdom ........ £ 5,798 100 £ 9,795 100 

Welted States ........<< $88,600 100 $186,500 100 
Exports from: 

United Kingdom ........ £ 439.5 7.6 £ 232.8 2.4 

United States .......... $ 3,123.3 3.5 $ 12,594.8 6.7 
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In 1944, the gross national product of the United States 
amounted to $200,000 million, of which 7.1% or $14,159.5 
million was exported. United Kingdom exports increased 
to £258.1 million in 1944 and the figure for gross national 
product is not yet available. 


Existing Plants to be a Factor 


While the increases in gross national product attained 
by Canada’s best customers do not necessarily indicate that 
these countries have acquired facilities which will enable 
them to manufacture at home all the commodities formerly 
imported from Canada, it is safe to assume that this has 
occurred to a considerable extent. Furthermore, the in- 
tensive search for means of utilizing capital assets which 
will represent superfluity of capacity when the war is over 
and the desire to provide post-war employment may well 
mean that Canadian exports to the United Kingdom and 
the United States will be supplanted to some degree by 
goods manufactured at the point of consumption. It is of 
interest to note that the existence of suitable plant facilities 
will tend to induce the manufacture of goods in cases where 
such action would not be considered if it were necessary to 
construct new plants. 

On the other hand, the industrial expansion in Canada 
has involved the domestic manufacture of some goods form- 
erly imported and it is probable that a substantial quantity 
of these goods will continue to be manufactured in this 
country after the war. In some cases the economic con- . 
ditions which discouraged such production before the war 
will have been permanently overcome, and in other cases 
the existence of suitable capital assets may favour the 
manufacture of goods under circumstances which will be 
uneconomical in the long run but which are presently feas- 
ible. It is probable that this tendency to substitute goods 
of domestic manufacture for imported goods will be 
strengthened materially by the attractive home markets 
created by the backlog of demand which has accumulated 
during the war. 

Although we speak optimistically of the markets which 
will be available to Canadian industrial production in post- 
war Europe and in Latin America, we tend to overlook the 
fact that there have been comparable expansions in produc- 
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tion in the United Kingdom and in the United States. It 
is also well to remember that there has been a not incon- 
siderable industrial expansion in Latin America during the 
war. 

Bilateral Trade 


In view of Canada’s dependence on export markets for 
disposal of agricultural as well as industrial products it 
would seem that we should make every effort to discourage 
the adoption of a general policy of bilateral trade agree- 
ments because of the weakness of our bargaining position 
and that by the same token we should also avoid provoking 
retaliatory tariffs by attempting to foster the growth of 
so-called infant industries behind a policy of protective 
tariffs. 

It may appear that for what purports to be a discussion 
of post-war capital asset values too much emphasis has been 
placed on the considerations which will affect Canada’s ex- 
port trade. Export trade, however, has been not only the 
most dynamic of the forces affecting our level of national 
income and employment but has also been the force least 
susceptible of encouragement and control. Low production 
costs are probably the factor which will be of greatest 
assistance to us in obtaining the maximum desirable volume 
of industrial exports and encouraging the flow of expendi- 
tures through this and other channels in a manner bene- 
ficial to our economy. Low production costs necessitate not 
only efficient operation but also true measurement of the 
components of such costs, and there is no question but that 
the physical characteristics and the book values of capital 
assets have a most important influence on our ability to 
comply with these requirements. 


Operating Costs 


The technique of measuring operating costs has been 
fairly well developed with relation to labour and raw ma- 
terials. In so far as the cost of production facilities is 
concerned, however, the situation is somewhat different. 
It is difficult at any time to allocate the cost of exhaustion 
of capital assets as between relatively short accounting peri- 
ods and the task is not made easier when the conventional 
capital asset accounting procedures have been subjected 
to wartime stresses. Ordinarily a reasonably accurate al- 
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location of such cost has been obtained by means of annual 
depreciation charges, and losses resulting from unforsee- 
able or abnormal causes have been definite in amount and 
comparatively small. Furthermore, the losses have been 
of such a nature that their consideration and final disposi- 
tion have, in the past, been forced on the organizations 
concerned. 

The sudden change in operating conditions which will 
accompany the end of the war will, however, necessitate a 
thorough examination of manufacturing facilities with a 
view to determining the extent to which the book values on 
which depreciation charges are to be based reflect the 
values of the capital assets concerned as instruments of 
competitive production. The mere fact that capital asset 
values differ from those which would have been established 
if there had not been a war does not in itself mean that 
to use these values would distort post-war financial state- 
ments and place the manufacturer in an unfavourable com- 
petitive position. However, an examination of certain of 
the circumstances which have produced such values may 
indicate that adjustments are required if loss of the entire 
value of the asset is not to be sustained through attempting 
to recover the presently recorded values in the normal 
course of post-war operations. 

The circumstances which have produced the abnormal 
valuations with which we are concerned would seem to fall 
into two main classifications: (i) Factors relating to ac- 
quisition of assets during wartime; (ii) factors relating to 
depreciation of assets during wartime. 

The influence of these conditions on capital asset values 
and the extent to which it will disappear when the war is 
over and withdraw the justification for retention of such 
values is examined in more detail below. 

Assets Acquired During Wartime 

In cases where it has been necessary to expand produc- 
tion facilities during the war it is reasonable to assume that 
the costs have been higher than the pre-war or post-war 
prices for similar assets. The higher costs will reflect not 
only wartime price levels but also the inefficiency which 
tends to arise when construction organizations are forced 
to employ inexperienced personnel to cope with a sharply 
increased volume of business. 
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Aside from the higher costs of the actual assets ac- 
quired, there is the question of whether or not they can be 
adapted to the efficient production of peacetime goods. This 
involves not only the modification of individual processing 
units but also consideration of the value of the complete 
plant as an instrument of competitive production. It is to 
be noted in this connection that a change from production 
of a standardized wartime product to peacetime goods sub- 
ject to the vagaries of markets may well predicate entirely 
different considerations of flexibility of operation at vary- 
ing degrees of capacity and balance of productive capacity 
between different departments within the plant. 

Organizations which have acquired capital assets at war- 
time prices will be in a particularly weak position after the 
war in the event that the unexhausted cost of such assets 
represents production capacity superfluous to their require- 
ments. While concerns in this position can appear to meet 
price competition by using accounting devices which reduce 
or divert depreciation charges from manufacturing costs, 
their weakness lies in the simple fact that such devices do 
not produce revenue. Accordingly, the limited resources 
available to such concerns from earnings and from depre- 
ciation charges recovered in sales may well preclude the ac- 
quisition of manufacturing facilities which would enable 
them to compete with organizations which are financially 
able to take advantage of improvements in manufacturing 
techniques involving the purchase of new equipment. 


Recognition of Accelerated Depreciation 


War-induced industrial activity has been reflected in un- 
usual intensity of use of the factors of production. In the 
case of labour and materials, the effect has been to consume 
larger quantities of such resources. Although prices have 
increased sharply, the supply has been reasonably elastic 
and can, if necessary, be sharply curtailed at short notice. 

The situation, however, is different in the case of capi- 
tal assets in that in most instances there will be no prac- 
tical means of reducing the supply of services represented 
by the unexhausted cost thereof other than by normal use. 
While to a considerable degree the demand for increased 
plant facilities has been met by new construction, the de- 
mand has been met to some extent by operating plant fa- 
cilities carried over from the pre-war period much more 
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intensively than was envisaged when these assets were ac- 
quired. In some cases, for example, equipment operated for 
40 hours a week during peacetime has been operated at 
four times this rate during the past five years. 


When capital asset units are acquired it has been cus- 
tomary to determine a depreciation policy with respect 
thereto and to consider that the law of averages operating 
on the capital assets of the company as a whole will modify 
any errors arising in respect to depreciation on individual 
units. Although various means of providing depreciation 
have found favour with different organizations, the ad- 
vantage of providing depreciation which is allowable as a 
deduction for income tax purposes rather than incurring a 
capital loss which is not deductible has been an inducement 
sufficient to ensure the adoption of an adequate basis in 
most cases. Wartime exigencies have, however, altered the 
circumstances on which depreciation policies were origin- 
ally formulated to such an extent that substantially in- 
creased rates have been adopted. The action of the income 
tax authorities in permitting the use of such rates for taxa- 
tion purposes in a period of high taxation has undoubtedly 
been a powerful incentive in this connection. 


The danger of loss by obsolescence is reduced when the 
life of capital assets is shortened through more intensive 
use and it is also probable that a more accurate allocation 
of the cost of exhaustion of capital assets can be made 
under these circumstances. While depreciation charges are 
not influenced by changes in value, the shortening of use- 
ful life tends to relate the charges more closely to such 
changes. Capital assets carried over from pre-war opera- 
tions will in most instances have been acquired at prices 
lower than the prevailing level and this circumstance to- 
gether with the partial avoidance of obsolescence will prob- 
ably place the owners thereof in a highly favourable com- 
petitive position when post-war operations are undertaken. 
Although this may represent an over-simplification of the 
problem, it is contended that, to the extent that the acceler- 
ated depreciation charges have adequately reflected the un- 
usual intensity of use of such assets during wartime, no 
particular problems should arise from this source when post- 
war operations are resumed. 
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Conclusions 

It seems reasonable to accept the contention that capi- 
tal asset values have in many cases been influenced by 
wartime conditions to such a degree that the relevant book 
figures will not be acceptable when the factors presently 
justifying them are superseded by peacetime operating con- 
ditions. The problem then will be to determine the values 
which can be justified by post-war conditions and to decide 
on a means of disposing of book values in excess of those 
which can be substantiated. 

Measurement of Losses 

The question of measurement of losses requires compari- 
son of the book value of the assets at the end of the war 
with the actual value of the assets as instruments of com- 
petitive production. Determination of the actual value in- 
volves the problem of post-war earning capacity. Estim- 
ates of future earning capacity in a comparatively stable 
economy have been generally held to be too inaccurate to 
afford a basis for valuation of capital assets, and this meth- 
od would be expected to produce an even more unsatis- 
factory result when confronted with the uncertainties of 
post-war economic conditions. But on the other hand, it 
is this uncertainty of post-war economic conditions which 
dictates the necessity of adjusting capital asset values es- 
tablished during wartime to values which will place the 
firms employing same in fair competitive positions when 
post-war operations are resumed. 

The problem is far from simple but it must be solved and 
it is the duty of public accountants to ensure that the im- 
portance of the question is realized by their clients, and to 
play a constructive part in actually determining reasonable 
values for the capital assets concerned. 

It would seem that a rational approach would be to re- 
duce the asset and depreciation reserve accounts to a unit 
basis and to determine the net book value of the equipment 
which the organization expects to use at or about its rated 
capacity in presently visualized post-war operations after 
according due consideration to market prospects and the 
factor of obsolescence. Normal standby equipment should 
be provided for, but the extent of improvements in manu- 
facturing techniques during the war indicates that a short 
term point of view should be taken in deciding whether or 
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not specific pieces of equipment will be utilized in the im- 
mediate post-war period. The cost of each major capital 
asset placed in this classification should then be examined 
separately to determine its relation to estimated replace- 
ment cost within a year or two of the end of the war, since 
the latter figure would seem to represent the most prac- 
ticable means presently available for measuring the value 
of the asset as an instrument of competitive production 
as of the end of the war. 

In the case of assets built by the organization in ques- 
tion for its own use, it is submitted that a reasonable estim- 
ate of such replacement cost can be obtained by adjusting 
the labour and material content of the actual cost to give 
effect to, say, fifty per cent of the increases in the relevant 
indexes between 1939 and the date of acquisition, rather 
than the entire amount. The figure of fifty per cent is ar- 
bitrary but reflects the generally accepted view that post- 
war labour rates and material prices will be between the 
pre-war and wartime figures, and it seems not unreasonable: 
to expect that at least one-half of the wartime increases 
will prevail for a few years after the war. In cases where 
general overhead has been capitalized, the basis should be 
reviewed, but it would seem that in most instances in- 
creased wartime activity will have tended to lower rather 
than raise the overhead rate and accordingly will have re- 
duced the danger of excessive costs arising from this source. 

Where capital assets have been acquired by purchase 
rather than by manufacture, it is probable that information 
as to the price at which comparable equipment will be avail- 
able can be obtained from the vendor, and a computation 
made on the basis thereof. 

It would seem that a reasonable estimate of replacement 
costs of major capital assets could be obtained by these 
methods and that the relation between this figure and the 
actual cost could then be used as a basis for determining 
the amount of the required adjustment to the values of 
minor capital assets. The total amount so obtained can be 
considered to represent the excess of the cost of capital 
assets acquired during wartime over the estimated cost. 
of obtaining comparable assets immediately after the war 
and to accord a fair measure of the amount by which the 
actual costs should be reduced in order to place the organ- 
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izations using the assets for production purposes in fair 
competitive positions when post-war operations are re- 
sumed. 

In the event that the cost of the capital assets is re- 
stated, it would be necessary to determine whether or not 
the respective depreciation reserve balances should be ad- 
justed. In that the whole question of readjustment of costs 
depends upon the exercise of judgment rather than the ap- 
plication of a mathematical formula, it would seem that 
the extra depreciation reserve may well be retained in the 
interests of conservatism unless the amount involved is 
large enough to indicate an obvious distortion. 

Other considerations affect the value of assets not likely 
to be employed in the first few years after the end of the 
war, either because they are obsolete or because they repre- 
sent capacity superfluous to anticipated requirements. In 
such cases there is no alternative but to recognize that the 
assets are without value as instruments of competitive pro- 
duction and to avoid burdening subsequent operations with 
periodical charges for exhaustion of the cost thereof by 
disposing of the mythical residual values forthwith. 


Disposal of Losses 


In some instances organizations incurring losses on capi- 
tal assets not suitable for post-war use will obtain compen- 
sation through agreements made with government agencies 
at the time of acquisition of the assets. The same situation 
may prevail to a lesser extent where assets are physically 
suitable for use but where substantial reductions in value 
are indicated, but a considerable number of cases will re- 
main in which losses of significant amount will have to be 
absorbed by the companies concerned. 


The natural tendency will be to let matters stand and 
attempt to absorb the losses gradually by means of depre- 
ciation charges; but depreciation charges will lose their 
significance as measures of exhaustion of cost if they are 
accepted as a means of absorbing losses on capital assets 
due to causes of an abnormal character. On the other hand, 
the practice of charging such losses against earned surplus 
is unlikely to find favour, not only because high income and 
excess profits taxes have precluded substantial additions to 
earned surplus, but also for the reason that charges there- 


202 





TIMETABLE OF EXAMINATIONS 


against for the reduction of capital asset values are not 
acceptable as deductions for income tax purposes. 

Canadian industry is in a highly vulnerable position be- 
cause of our dependence on export markets and, if we are 
to make any progress towards the much discussed goal of 
stable employment, Canadian employers must be enabled 
to compete effectively in world markets. One means by 
which they can be assisted is the amendment of tax regula- 
tions to encourage rather than discourage the immediate 
adjustment of capital asset costs to reflect the value of 
their manufacturing facilities as instruments of competitive 
production. Direct tax revenue would be decreased only 
to the extent that tax rates are reduced over the period dur- 
ing which the loss of value would otherwise be absorbed 
through depreciation charges. It is contended that this 
loss of revenue would be more than offset by the benefit 
which would accrue to our economy by encouraging a real- 
istic valuation of our capital assets which will, through al- 
lowing the deduction of the indicated losses for taxation 
purposes, provide Canadian manufacturers with funds at 
the time when they can be used to best advantage. 


TIMETABLE OF EXAMINATIONS 


The Board of Examiners-in-Chief gives notice that the regular 
examinations for 1945 of the provincial institutes of chartered ac- 
countants will be written during the week of December 3-8 according 
to the following timetable. The morning sessions will be from 9 a.m. 
to 1 p.m., and the afternoon sessions from 2 to 6 o’clock. 


Monday, December 3 
Morning session—Final Auditing I 
Afternoon session—Intermediate Auditing I 


Tuesday, December 4 
Morning session—Final Auditing II 
Afternoon session—Intermediate Auditing II 


Wednesday, December 5 
Morning session—Final Accounting I 
Afternoon session—Intermediate Accounting I 


Thursday, December 6 
Morning session—Final Accounting II 
Afternoon session—Intermediate Accounting II 


Friday, December 7 
Morning session—Final Accounting III 


Saturday, December 8 
Morning session—Final Accounting IV 
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A System of Unemployment Insurance 
Contributions 


By André Gervais, B.A., C.A. 
Montreal, P.Q. 


| STEAD of stamps and meter, a large enough firm can 
obtain from the Unemployment Insurance Commission 

permission to employ the bulk payment method. This is 

practical when accounting or payroll machines are used. 


Employees’ Contributions 


When an employee is hired, he gives his insurance book 
to the employment department, which forwards it to the 
payroll department. The book is filed in alphabetical order 
in a filing cabinet until March 31 when it is turned over to 
the local U.I.C. office, unless the employee leaves before. 
The employee’s insurance number is recorded on his earn- 
ings record card; a record card (exhibit 1) is completed and 
filed in alphabetical order; a contribution card (exhibit 2) 
is also prepared and filed in order of clock-card number in 
a tray. 

For the salaried employees the fixed employee deduc- 
tion, as set up by the Unemployment Insurance Act, is 
noted at the top of his earnings record. It is taken from 
there when the pay cheque is prepared simultaneously with 
the pay sheet and the earnings record on the payroll ma- 
chine. 

For the hourly employees, the deduction varies with 
the number of hours worked. In front of the machine oper- 
ators is placed a large board showing the weekly deduction 
for each number of hours at each rate. When the operator 
prepares a pay cheque he gets the number of hours and 
days worked from the clock-card, the hourly rate from the 
earnings record, and the unemployment insurance deduc- 
tion and class from the board. The cheques and other pay 
records show only the employees’ contributions, as the com- 
pany’s share is not computed for each employee but only 
in bulk as explained later. 

As each pay is completed the operators post each deduc- 
tion and day from the pay sheets to each contribution card, 
using the payroll machines. These postings are automatic- 
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ally proven; for each department the deductions and days 
totals as registered by the machine must balance with the 
payroll sheets totals. The machines also give the day’s total 
for each class separately. 

The days and deductions totals of each pay are posted 
in a columnar register (a column for the day’s total of each 
class and one for the deductions total amount). At the 
end of the month each column is added and the totals are 
entered in the employee’s contributions section of the 
monthly remittance form (exhibit 3). The total days of 
each class are multiplied by the daily rate and the grand 
total agrees with the total amount of the register. 


EXHIBIT 1 


eee eee ew eee eee ee eee ee eee 66 OH HOHE EEE EEE eH E EEE EEE 


Clock Number Names Unemployment Insurance No. 
EE 25 Soe i shore aria ale Se She oe a Ne be cea en ai nls wee oa 


ee ee eee eee eee rere e reer ee see see eee eeeseeeeeses ijé- e8ee8e8808 


eee meee er este = eee eeeeseeeeeess i jé- j= #8 eee eteeeeeeeereseseens 


Starting Date Separation Date Signature of Employee— 
Signature de l’Employé 


J’Accuse Réception de Mon Livret 
d’Assurance Chomage 


I Hereby Acknowledge Receipt of My 
Unemployment Insurance Book 


When an employee leaves an insurance book is given 
to him by the payroll department, his current contribution 
card being signed and stapled inside it. The employee 
acknowledges receipt by signing his record card (exhibit 
1), which is filed in the employee’s permanent envelope. 

As at each March 31, the end of the U.I.C. fiscal year, 
all contribution cards on hand are added and turned over 
to the local U.I.C. office. One contribution card is used each 
year, the posting being done on both sides. 


Employer’s Contribution 
A study of the monthly remittance form reveals that 
once the total days contributed by the employees for each 
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class have been established as above, the only work neces- 
sary to obtain the company’s contribution is to multiply 
these days by the employer daily rates. The employer 
grand total (2) on the remittance form is recorded in the 
books simply by a journal entry. 


EXHIBIT 2 
Name of Employee (Family, Christian) Employee’s Ins. No. 
Period Employee’s Cont. Acc, ACC. = ——— cseeeececceceees 
Ending Days Amount Days Amount Clock Number 
Be eee pare ko ee Rh koica ens cae eee een ne Re kSe sas meee 194 194 
Oe Pere eee Ee Tee ere 
@: “te p> eo 
9 
Beek ee caware Dede swab CSNe ebb o4 Soe SS 33 a°s = 
© cogs 
Bee aia ete eseiesinee Gaba Awa waiemies ° 250 © 
~& 30 5 
3 
Trt rrer er eT ere ee ee LE oa 
ree 35 228 . 
etc. Tre TERE CTL LLU = 2 ~ @O oo 
So ae ° 
Fa e-s 
eeeereeeeeseeerereseeereeeeseeeeeereeerereeeeeeeeeee KE Se 
o o* 
nap cas Sea eee one = 2 
ee oe BP ol; 
Se ae hey ot eS o 2 Keoag 
Pe sard belts ie plate whe isle arate we 35 =g*s 
CSSA LEE keh cek ce ead kee etic scam as me Sobs 
e mgoeg 
csoeeeeeeeeeeeeeeeeeeeeeeeeeeeereeeeeeeeseee aa - — 3 & 
rie BSc 
CCT GUEL ACEO LTO TEC OCU 36 ooo 
_ =m 
a RIS Eee Ao cs Cee SE EES SO Rha 6 AUER aN eh = fe & 
os - gRES 
ma ., SEs 
CSO HSESHEHSEHSHS SOSH SHOES SHSSCOC OHS OS SEE HOSE SESES am Oo e tem 
4 & Sofa 
‘boa 6 Slee FAO Sb OO OES E'O 8098.66.55. 8 04 66 0,0 KS COS a - Sage 
m2 + = ~ 
aaa oe * 
eee e eee eee eee eee eee HH HH HH os Oe Su 
nOo 2S a 
eae ee a~ 9 Fanaa 
MER eRe as tsuaeesGee wan emp mawa ss e538 reas 
308 oh @ 
errr rrr rrr re ee ee ee ee ee ee 3A ® aSUey 
2g ~ co As 
tm SS = m ae 
Ceo eer errr ereesessreeseresreseresseseesece - 3 o “= g ® 
~~ me me > 
Seas, Wake euuben sa°> 3 Swees 
ee 3" 6 : ssh 
» Oo o Q og 
ee ee ee ’"aAare neo 
3 © a ao o 
a 2 = 
a dea ak a a de i ee ee 6 0108 wk oe eS 8 Oe « pO ee SEs a ae O8 
he 
° a 
see whee ke RERRE pC NSIS RENN NORE SETS Sas & sbas 
a ° | 
iA ASE EUR RCRR ERD RAK MRS Raha nett se a , 
Sa8 § Q 
ct oa b0 060 60 0b 0.6 O65 66 606500066 SOO ee wee Oda & = 


If it is desired to charge each department with its share 
of the company’s contribution the following method can be 
used. After each pay the total employees’ deductions for 
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EXHIBIT 3 
UNEMPLOYMENT INSURANCE COMMISSION 
MONTHLY REMITTANCE FORM 
for Use by Employers under the Bulk Payment Method 


CHIEF TREASURY OFFICER, 
UNEMPLOYMENT INSURANCE COMMISSION, OTTAWA, ONT. 


Name of Company or Employer Employer’s Number 
PE MES cis ees bavinecatere see acevesemwusneaiwscee 


The attached cheque represents the estimated employees’ 
and employer's Unemployment Insurance contributions for 








ee OE car adia kn ches aaies skaeied:pie-6 W4lbs-e Caeeesee eee’ 194. 
and the adjustment between the estimated and actual com- 
bined contributions for the previous pay period. 
The statement below is an analysis, by Classes, of the 
actual combined contributions for the previous pay period ending ... ........ 194.. 
Duss Employee Contributions | Employer Contributions 
Class . " 
Contributed Daily Rate| Amount | Daily Rate | Amount 
Certificate of 
Exemption = -04 
5 _ .04 1/2 
1 02 03 1/2 i 
° 02 1/2 04 1/6 
8 08 04 1/6 
4 03 1/2 04 1/6 
5 04 .04 1/2 
6 05 .04 1/2 
7 06 .04 1/2 
(1) $ (2) $ 
ADD: Total Employee Contributions .............. fa Bes cd senate 


Actual total employee and employer contributions for last month (3) $ ............+ 
Estimated total employee and employer contributions for last 
errr err Le rrrr rrr err errr err eer (4) a 
Balanca (debit or credit) .......-.ccsccccccccccce Wet es taduwaeoes 
Estimated total employee and employer contributions for present 
EP error y eee TT OTST TET TT REE Eee Cree 
Cheque enclosed for estimated contributions for present month 
IIE socio ein tice sccw cculececceepeuesensvewcet antes (7) 


HEAD OFFICE USE Official Position 


ONLY INSTRUCTIONS 
Audited by Two copies of this Form must be forwarded with cheque. 
Acre Payments are to be made prior to 15th day of each 
month. 
one EE sie ens <i> re Item (4)—Should agree with Item (6) on Statement 
-44 for previous month. 
ry eae re Item (7)—This is Item (6) plus or minus Item (5) 


(Amount of cheque attached). 
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each department are posted from the payroll sheets to a 
card (one for each department), using the bookkeeping 
machine. At the end of each month the monthly total of 
each card is listed, totalled and agreed with the employees’ 
total of the register. 

The percentage, total employer contribution (as estab- 
lished on the remittance form) to total employees’ contri- 
butions, is applied to each departmental amount on the 
above list, the result being the monthly departmental 
charge. 

Remittance 

From the monthly remittance form a cheque is prepared 
on the 15th of each month covering the estimated total em- 
ployees’ and employer contributions for the present month, 
and the balance between the actual and the estimated con- 
tributions of the last month. 

The payment is debited to the general ledger unemploy- 
ment insurance account, which is credited monthly with the 
employees’ contributions (from the payroll summary) and 
with the employer contribution (by journal entry). At the 
end of each month the balance of the account represents 
the estimated advance payment (round amount) less the 
actual employees’ and employer contributions of the month. 


STUDENT SELECTION AND APTITUDE TESTS 


Following a discussion, at the recent annual meeting of 
The Dominion Association of Chartered Accountants, of the 
possibilities of aptitude tests for prospective students in 
accountancy, the Association has appointed the following 
as a sub-committee on Student Selection and Aptitude 
Tests: K. LeM. Carter (McDonald, Currie & Co.), Toronto, 
chairman; John Church (Price, Waterhouse & Co.), Van- 
couver; Frank E. H. Gates (P. S. Ross & Sons), Montreal; 
W. H. F. Caulfield (Treasury Cost Accounting Division), 
Ottawa; J. R. M. Wilson (Clarkson, Gordon, Dilworth & 
Nash), Toronto; Gerald Jephcott (P. S. Ross & Sons), To- 
ronto; E. J. Howson (Thorne, Mulholland, Howson & Mc- 
Pherson), Toronto, chairman board of examiners-in-chief. 
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Disallowance of Expense 


errr paid to a principal company were con- 

sidered in Wrights’ Canadian Ropes Limited and the 
Minister of National Revenue which went to the Exchequer 
Court of Canada. The tax department had in part disal- 
lowed the expense so claimed by the Canadian company in 
its tax return. The court disallowed the appeal, holding that 
the discretion of the minister was properly exercised and 
that the assessments were properly made. It also held that 
the local inspector’s recommendation to Ottawa need not 
be disclosed to the taxpayer. Another point in the judg- 
ment is that the minister in the exercise of his discretion 
may disallow a part of the claim which is composite in 
character. The judgment, expressed under date August 3, 
1945, by Deputy Judge J. Charles A. Cameron is as follows: 

This is an appeal from three assessments made by the 
commissioner of income tax upon the appellant in respect 
of income tax and excess profits tax, for the years 1940, 
1941 and 1942, and affirmed by the Minister of National 
Revenue (hereinafter called “The Minister’). The appel- 
lant is incorporated under the Dominion Companies Act. 

On August 13, 1943, the inspector of income tax at Van- 
couver notified the appellant by letter that under the powers 
vested in the minister under section 6(2) and section 75 
(2) of the Income War Tax Act discretion was about to 
be exercised in respect of the matters now in dispute (inter 
alia) which appeared to be in excess of what was reason- 
able for the said business; and invited the appellant to 
submit written representations for consideration of the 
matter. In reply thereto the appellant, on September 8, 
1943, forwarded copies of the agreements later herein re- 
ferred to as exhibits 1 and 2. 

On October 9, 1943, the said inspector at Vancouver 
further notified the appellant that it was proposed to 
recommend to the minister that commissions paid to 
Wrights’ Ropes Limited, in 1940, 1941, 1942, be disallowed 
as deductions except as to the sum of $7,500 in each year. 

The appellant, on October 21, 1943, acknowledged re- 
ceipt of that letter and stated: “We have nothing further 
to add to ours of the 8th ultimo and await the outcome of 
your recommendations to the minister and the exercise of 
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his discretion”. No further representations were made by 
the appellant except that on October 29, 1943, it advised 
the inspector that Wrights’ Ropes Limited, had not the con- 
trolling interest in the company as had been indicated in 
the letter of the inspector, of October 9, 1943. The minis- 
ter—by the commissioner of taxation—under section 75 
(2) of the act, exercised his discretion and on May 10, 
1944, notices of assessment for the said years were mailed 
to the appellant, all payments to Wrights’ Ropes Limited 
of Birmingham, England, by way of commission on sales 
being disallowed as deductions except as to the sum of 
$7,500 in each of the said years. 


On May 29, 1944, the appellant gave notice of appeal 
from the said assessments together with the required state- 
ment of facts and reasons for appeal. 


On September 26, 1944, the minister—by his deputy 
minister of national revenue for taxation—gave his deci- 
sion which in part is as follows: “The Honourable the Min- 
ister of National Revenue having duly considered the facts 
as set forth in the notice of appeal and matters thereto 
related and having exercised his discretion under the pro- 
visions of subsection 2 of section 6 of the Income War Tax 
Act, hereby affirms the said assessment wherein $9,881.94 
of the commission of $17,381.94 in the year 1940, $21,825.85 
of the commission of $29,325.85 in 1941 and $31,980.91 of 
the commission of $39,480.91 in 1942 paid to Wrights’ 
Ropes Limited of Birmingham were disallowed as expenses 
or deductions for the purposes of the said act. Therefore 
on these and related grounds and by reason of other pro- 
visions of the Income War Tax Act and Excess Profits Tax 
Act the said assessments are affirmed.” 


On October 11, 1944, the appellant filed a notice of dis- 
satisfaction together with statement of facts and stating its 
reasons for appeal as follows: 


Reasons for Appeal 


1. That the commissions paid by the appellant to 
Wrights’ Ropes Limited were an obligation imposed on the 
appellant by a valid contract. 

2. That the opinion of the minister herein was not based 
on a consideration of the facts. 
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38. That the opinion of the minister herein was unrea- 
sonable and was not formulated in accordance with the law. 


4. That the minister in forming his decision appealed 
from, gave no consideration to the provisions of section 
6(i) of the Income War Tax Act containing in lines 8 to 
13 thereof as follows: “but only if the company or organi- 
zation to which sums are payable, or the company in Can- 
ada, is controlled directly or indirectly by any company 
or group of companies or persons within or without Can- 
ada, which are affiliated one with the other by the holding 


9? 


of shares or by agreements or otherwise; 

5. That no opportunity has been given the appellant to 
refute any material that may have been laid before the 
Minister of National Revenue or the commissioner of in- 
come tax relative to the said assessment and which may be 
prejudicial to the interests of the appellant. 

6. That the minister did not exercise his discretion as 
required by subsection 2 of said section 6 of the said act. 


Relative Sections of Tax Acts 


The sections of the Income War Tax Act having to do 
with the issues raised are as follows: 


Section 6—1. In computing the amount of the profits or gains to 
be assessed, a deduction shall not be allowed in respect of... 


(i) Any sums charged by any company or organization out- 
side of Canada to a Canadian company, branch or organi- 
zation, in respect of management fees or services or for 
the right to use patents, processes or formulae presently 
known or yet to be discovered, or in connection with the 
letting or leasing of anything used in Canada, irrespective 
of whether a price or charge is agreed upon or otherwise; 
but only if the company or organization to which such 
sums are payable, or the company in Canada, is controlled 
directly or indirectly by any company or group of com- 
panies or persons within or without Canada, which are 
affiliated one with the other by the holding of shares or 
by agreements or otherwise; provided that a portion of 
any such charges may be allowed as a deduction if the 
Minister is satisfied that such charges are reasonable for 
services actually rendered or for the use of anything act- 
ually used in Canada. 

2. The Minister may disallow any expense which he in his 
discretion may determine to be in excess of what is reasonable 
or normal for the business carried on by the taxpayer, or which 
was incurred in respect of any transaction or operation which 
in his opinion has unduly or artificially reduced the income. 


The Excess Profits Tax Act provides as follows: 
Section 8. In computing the amount of profits to be assessed, 
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subsections one and two of section six of the Income War Tax 
Act shall, mutatis mutandis, apply as if enacted in this Act.... 
Companies’ Agreements 

The payments made by the appellant to Wrights’ Ropes 
Limited were made pursuant to an agreement dated Sep- 
tember 12, 1935, filed as exhibit 2 herein. This agreement 
was supplemental to an agreement dated May 19, 1931, be- 
tween the same parties—the appellant therein being re- 
ferred to as Cooke’s (exhibit 1). 

The agreement of September 12, 1935, is between 
Wrights’ Ropes Limited, Birmingham (called Wrights’) ; 
Charles Hirst & Sons Ltd., (called Hirst’s) and the appel- 
lant (called the Canadian company). It recites that 
Wrights’ have assigned and transferred to the Canadian 
company its business and sales agencies in western Canada 
(in accordance with the agreement of May 19, 1931) and 
inter alia provides as follows: 


2. (a) Except as provided by paragraph (c) of this clause Wrights’ 
will not directly or to their knowledge supply for sale or 
sell any wire ropes in western Canada. 

(b) Wrights’ to refer to the Canadian company enquiries and 
orders for western Canada. 

(c) Payment by Wrights’ to the Canadian company of certain 
commissions. 

(e) The Canadian company to be at liberty to consult Wrights’ 
in all matters pertaining to the business of the Canadian 
company and Wrights’ to act as technical advisers, etc. 

(f) Wrights’ to furnish the Canadian company with informa- 
tion regarding developments in wire rope industry, etc. 

(g) Wrights’ to direct and supervise the supply of wire by 
Hirst’s to the Canadian company, 

5. In consideration of the due performance by Wrights’ of 
their obligations under this agreement the Cdnadian company will 
pay to Wrights’ a commission at the rate of five per centum upon 
all cash received in respect of the net selling price of all wire 
ropes both manufactured and sold by the Canadian company after 
the date of this agreement 


The payments claimed by the appellant as deductible 
expenses were made pursuant to paragraph five of the 
above agreement and the evidence establishes that the pay- 
ments were made in fact in accordance with the said agree- 
ment. 


Reasons for Judgment 


I propose to deal with the appellant’s case by consider- 
ing separately the reasons for appeal and in the order men- 
tioned therein. 

(1) There is no dispute that the commissions paid by 
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the appellant to Wrights’ Ropes Limited were an obligation 
imposed by a valid contract. The original contract 
(exhibit 1) was executed in 1931 and extended with some 
alterations in 1935. by a further agreement (exhibit 2). A 
copy of the contract was in the possession of the commis- 
sioner when the assessments were made and was no doubt 
given consideration. By section 6(2) very wide powers are 
given to the minister to disallow any expense which he, in 
his discretion, may determine to be in excess of what is 
reasonable or normal for the business. There is nothing in 
this section which requires him to allow as proper deduc- 
tions any sums paid by a taxpayer under a valid contract. 

(2) There is no evidence to support the contention that 
the decision (opinion) of the minister was not based on a 
consideration of the facts. The evidence of the deputy 
minister of national revenue for taxation taken on his 
examination for discovery and read into the record at the 
hearing shows that consideration was given to the facts. 

(3) No evidence was given to indicate that the decision 
(opinion) of the minister was unreasonable unless it could 
be referred to as unreasonable because the whole claim 
was not allowed; and I recall no suggestion in the evidence 
or in the argument that it was not formulated in accordance 
with the law except for the matters mentioned in reason 
5 below. 

(4) There is no evidence that the minister did or did 
not give consideration to the provisions of section 6(1) 
(i) of the act particularly lines 8 to 13 thereof. It is clear 
however that he—acting through the commissioner of tax- 
ation—exercised the discretion conferred on him by section 
6(2) and the assessments later made on the appellant were 
made, in so far as the matters in dispute are concerned, 
under section 6(2) and not under section 6(1) (i). This 
is clearly established by the letter of August 13, 1943, above 
referred to and by the decision of the minister, dated Sep- 
tember 26, 1944. 

The contention of the appellant is that the minister 
should have considered the matter under section 6(1) (i) 
of the act and should have found: (1) That commissions 
paid by the appellant to the English company were in re- 
spect of the matters mentioned in the first part of the sub- 
section and (2) that the appellant was not controlled by 
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Wrights’ Ropes Limited (referring to lines 8 to 13 of said 
section) and (3) that, therefore, as the items claimed as 
deductions were not paid to a controlling company, they 
could not be disallowed but, in fact, should be allowed in 
full. 

Question of Control 


I find it somewhat difficult to ascertain the exact mean- 
ing of lines 8 to 13 of subsection (i). The intent seems to 
be that the charges mentioned in the first part of the para- 
graph should be disallowed only if the payer or payee of the 
sums charged is controlled in the manner indicated (sub- 
ject to the later proviso as to the power of the Minister 
to allow a portion of such charges). 


The appellant endeavoured to establish that it was not 
controlled by Wrights’ Ropes Limited but the evidence is 
not at all clear. The share capital of the company is 1500 
common shares all of which are issued—749 shares being 
held in the name of Hirst’s Limited, 748 in the name of 
Wrights’ Ropes Limited and 3 qualifying shares held in the 
name of the three Canadian directors. In the appellant’s 
letter to the inspector, dated October 29, 1943, it stated 
that Wrights’ Ropes Limited and Hirst’s Limited each held 
50% of the shares. In the consent, dated June 1, 1945, 
and filed at the trial, it was agreed that at all pertinent 
times Wrights’ Ropes Limited held 49.86% of the shares 
and not 50% as mentioned in the letter of October 29, 1943. 


At the hearing, on cross-examination, the managing di- 
rector was asked how many shares were held by Wrights’ 
Ropes Limited and he answered “750 odd” which, of course, 
would appear to give control at a general meeting. His 
counsel then interrupted the cross-examination saying “you 
can take a look at that” (showing a document, presumably 
the share register) and the witness then said ‘“748 shares”. 
No evidence was given as to whether the three directors’ 
shares were held beneficially or as nominees of one or other 
of the two major shareholders. The first answer of the 
witness is possibly significant and it would not be at all 
surprising to find that the control was actually in Wrights’ 
Ropes Limited. However, in the view I take of the matter, 
it is not necessary to make any finding in regard thereto. 


I have reached the conclusion that section 6(1) (i) does 
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not apply to the present case. It is to be noted that the 
agreement under which the payments were made (exhibit 
2), provided in clause 5 thereof, that the commission of 
5% payable by the appellant to Wrights’ Ropes Limited is 
“in consideration of the due performance by the latter of 
their obligations under this agreement”. These obligations 
have been heretofore summarized and while they include 
the rendering of certain services and possibly certain man- 
agerial duties—as mentioned in section 6(1) (i)—they also 
include a covenant not to sell or supply for sale any wire 
rope in western Canada and to pay certain commissions to 
the appellant. These latter are not matters which are in- 
cluded in any way in the subsection. It is important to 
observe that neither at the hearing, nor when asked by 
the inspector at Vancouver to supply him with any further 
representations, did the appellant make any effort to break 
down the total charges of 5% into portions, due in respect 
of management fees or services which, in my opinion, are 
the only two obligations undertaken by Wrights’ Ropes 
Limited which could possibly be within the provisions of 
the subsection. In fact, I think, I could assume that it 
would be almost impossible to do so. No evidence was 
given at the trial as to what services were supplied, how 
frequently they were supplied or how important they were. 
It is true that the managing director expressed the opinion 
that the advice and services were worth the amounts paid 
but, without proof as to what they were, I would hesitate 
to accept that statement. In any event in considering 
section 6(1) (i) I must deal with the sums charged by 
Wrights’ Ropes Limited, which so far as the evidence 
shows, could only be under clause 5 of the agreement of 
1935. These charges covering obligations not referred to 
in the subsection, I must find that section 6(1) (i) has no 
application to the case. 
Inspector’s Report 

(5) The appellant laid great stress on the fact that it 
had not been shown any report made by the local inspector 
at Vancouver to the minister and commissioner or given 
any opportunity to meet any statements therein contained. 
It is clear that, following the usual practice, the local in- 
spector did make one or more reports, statements or recom- 
mendations, to the commissioner or minister; that such 
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were not shown to the appellant and that they were part 
of the material considered by the minister—acting through 
the commissioner — when the discretion was exercised. 
There is absolutely no evidence before me as to what was 
containd therein. It may or may not have been material. 
It may have contained nothing more than the recommen- 
dations of the inspector as stated to the appellant in the 
letter of October 9, 1943. 

Counsel for the appellant referred me to the case of Rex 
v. Local Government Board—ex-parte Aldridge ((1914) 
1 K.B. 160) as authority for holding that the minister had 
acted improperly in not disclosing such report of the in- 
spector; and that the appellant was, therefore, prejudiced 
to such an extent that the assessments should be set aside. 
The decision referred to however was reversed in the House 
of Lords ((1915) A.C. 120) where it was held that an ap- 
pellant to the Local Government Board is not entitled as of 
right to see the report made by the Board’s inspector upon 
the public local inquiry. This decision was referred to with 
approval in the case of Denby and Sons Limited v. Minis- 
ter of Health ((1936) 1 K.B. 337 at 343). Reference may 
be made more particularly to page 350, where Swift J. 
quoting from the Aldridge case said: 

. . . but there is one point which needs notice, namely, the claim 
that the respondent was entitled as of right to see the report of the 
inspector who held the public inquiry. No such right is given by 
statute or by an established custom of the department. Like every 
administrative body, the Local Government Board must derive its 
knowledge from its agents; and I am unable to see any reason why 
the reports which they make to the department should be made pub- 
lic. It would, in my opinion, cripple the usefulness of these inquiries. 
It is not for me to express my opinion of the desirability of an ad- 
ministrative department taking any particular course in such mat- 
ters, but I entirely dissociate myself from the remarks which have 
been made in this case in favour of a department making reports of 
this kind public. Such a practice would, in my opinion, be decidedly 
mischievous. 

Taking therefore, the view, as I do, that the Minister of Health 
and the person whom he causes to hold the inquiry are persons who, 
in arriving at their decision, must act judicially in the sense I have 
mentioned above, I see no reason for holding that such a report is 
liable to disclosure; on the contrary, I am of opinion that it is not. 


In the Aldridge case ((1915) A.C. at 137) Lord Shaw 
said: 

I incline to hold that the disadvantage in very many cases would 
exceed the advantage of such disclosure. And I feel certain that if 


it were laid down in courts of law that such disclosure could be 
compelled, a serious impediment might be placed upon that frankness 
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which ought to obtain among a staff accustomed to elaborately detailed 
and often most delicate and difficult tasks. The very same argument 
would lead to the disclosure of the whole file. It may contain, and 
frequently does contain, the views of inspectors, secretaries, assist- 
ants, and consultants of various degrees of experience, many of whose 
opinion may differ but all of which form the material for the ulti- 
mate decision, To set up any rule that that decision must on demand, 
and as a matter of right, be accompanied by a disclosure of what 
went before, so that it may be weakened or strengthened or judged 
thereby, would be inconsistent, as I say, with efficiency, with practice, 
and with the true theory of complete parliamentary responsibility for 
departmental action. This is, in my opinion, implied as the legi- 
mate and proper consequence of any department being vested by stat- 
ute with authority to make determinations. 

This conclusion is in no way changed by the circumstance of the 
determinations being, in point of fact, upon appeal from the deliver- 
ances of another or inferior authority. The judgments of the majority 
of the court below appear to me, if I may say so with respect, to be 
dominated by the idea that the analogy of judicial methods or pro- 
cedure should apply to departmental action. Judicial methods may, 
in many points of administration, be entirely unsuitable, and produce 
delays, expense, and public and private injury. The department must 
obey the statute. For instance, in the present case it must hold a 
public local inquiry, and upon a point of law it must have a decision 
of the law courts. Quoad ultra it is, and, if administration is to be 
beneficial and effective, it must be the master of its own procedure. 


While it is true that the decisions above referred to 
arose out of consideration of special acts, I believe that the 
principles there laid down are applicable to the present 
case. I have, therefore, reached the conclusion that it was 
not incumbent on the minister to disclose to the appellant 
any report, or reports, he received from the local inspector 
at Vancouver. 

This conclusion has not been reached without some 
doubt in view of part of a judgment of Lord Loreburn in 
the case of Board of Education v. Reid ((1911) A.C. at 
182) where he says: 


They can obtain information in any way they think best—always 
giving a fair opportunity to those who are parties to the controversy 
for correcting or contradicting any relevant statements prejudicial to 
their view. 


This decision was referred to with approval by Davis 
J. in the case of The King v. Noxzema Chemical Company 
( (1942) S.C.R. at 180). 

In neither of these cases, however, was it necessary for 
the court to determine the direct question as to whether a 
report submitted by an official or an inspector to the de- 
partmental head should be disclosed to the opposite party 
and for that reason I prefer to follow the decisions pre- 
viously referred to. 
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It was urged by counsel for the appellant that the min- 
ister did not exercise his discretion as required by section 
6(2) of the act. I find no evidence that such is the case. 
Unquestionably his decision was made under that subsec- 
tion, as above pointed out, after exercising his discretion. 
As to the manner of exercising that discretion there seems 
to be no valid ground for complaint. It was fully demon- 
strated that the appellant had every opportunity of 
presenting any material relevant to the case; that it 
received notice that discretion was about to be exercised; 
that the minister when exercising his discretion had be- 
fore him all the material submitted by the appellant and 
ail other necessary information on which to reach a con- 
clusion and to exercise his discretion. 

Following the tests laid down by the Privy Council in 
Pioneer Laundry & Dry Cleaners Limited v. Minister of 
National Revenue ((1940) A.C. 127) it is clear that the ex- 
ercise of the discretion involved an administrative duty of 
a quasi-judicial character to be exercised on proper legal 
principles. I can find no evidence that the discretion in 
this case was not exercised in such a manner. The onus 
of proof that the discretion of the minister was not prop- 
erly exercised is on the appellant and it has not satisfied 
that onus. 

Counsel for the appellant also argued that the minister 
could not have used section 6(2) as it required him to dis- 
allow the expense in toto. With that argument I can not 
agree. Every part of an expense account is in itself an 
expense—something that has to be expended—and the very 
words of that section make it quite clear that the minister 
may disallow any expense which, in his discretion, he may 
determine to be in excess of what is reasonable or normal. 
If the argument for appellant were correct it would mean 
that the minister would be required to disallow in its en- 
tirety any expense account which he found in any small 
particular to be in excess of what was reasonable or normal. 

For the reasons above stated I have come to the con- 
clusion that the discretion of the minister conferred on 
him by section 6(2) of the act was properly exercised and 
‘that the assessments in question were properly made and 
it follows, therefore, that the appeals fail and must be 
dismissed with costs. 
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Accounting Control of an Army Canteen 


By G. C. Scrimgeour, C.A. 
Winnipeg, Manitoba 


eases of a canteen serving a large army unit in 
many cases can be classed as a large retail business. 
A canteen selling everything from chocolate bars and soft 
drinks, to clothing, to the amount of $60,000 a month 
presents quite a problem in adequate accounting control. 
The system outlined here has proved quite efficient in a 
large army canteen and with minor variations could be 
adapted to a canteen run by an industrial concern. 


Purchases 

All goods are ordered on a prenumbered purchase order 
form and signed by the canteen manager. When the goods 
are received they all come to the central storeroom where 
the storeman checks them with the packing note or invoice 
enclosed and compares this packing note with the duplicate 
of the purchase order. The purchase order number is then 
entered on the packing note, and the packing note and 
purchase order are receipted by the storeman. At the end 
of the day the storeman passes all his packing notes or 
invoices over to the canteen accounting office. In the office 
the invoices received through the mail are matched with 
the packing notes received from the storeman. Invoices 
are checked as to extensions and the selling price of each 
article is entered and extended on the invoice. Invoiced 
quantities of each article are then entered in a perpetual 
inventory record. The invoice values are entered in a pur- 
chase register. The purchase order number, previously 
entered by the storeman, is used as a number control of 
invoices. The purchase register has columns for accounts 
payable, purchases (cost price), purchases (selling price), 
kitchen purchases (cost price), and expenses. Thus we 
have in the purchase selling price column the retail value 
of all goods received and a control on the money that should 
be received from sales. Kitchen purchases control will be 
explained later under kitchen operations. 


Sales 
Sales are made through small canteens situated at stra- 
tegic places throughout the camp. They are operated by 
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a sub-canteen manager and one or two assistants as busi- 
ness requires. The canteen manager is responsible for his 
inventory of merchandise, a small change fund, and for 
the cleanliness and the general operation of the sub-canteen. 
Each night he estimates his requirements for the next 
day’s business and sends in his order for stock required to 
the canteen storeman. From these estimates the storeman 
can quite accurately gauge the quantities of perishable 
goods he should order for the next day’s business. The 
storeman packs up each sub-canteen’s order in a carton, 
enters the quantities of each article on a prenumbered in- 
voice prepared in triplicate. The goods are delivered to 
the sub-canteen operator who checks the goods with the 
invoice and receipts it; he keeps one copy and sends the 
other two back to the storeman. The storeman keeps one 
copy of the receipted invoice and at the end of the day he 
sends the other copy of his invoices to the accounting office. 
The sub-canteen manager keeps a daily accountability re- 
port on which he accounts for his inventory. This is a 
mimeographed form with the following columns: Opening 
inventory, stock received, total, closing inventory, quantity 
sold, price, value. It lists each article handled by the can- 
teen and the results are summarized on a second form 
which shows cash turned over to cashier, other credits such 
as containers returned to storeroom, accountability and 
short or over. The sub-canteen manager prepares these 
reports each day at the close of business. He turns in the 
total cash received above his change fund to a central 
cashier along with his accountability report and obtains a 
receipt for the cash. The cashier receives the cash from 
all the sub-canteens which he enters on a summary sheet. 
He makes up his bank deposit which has to agree with the 
total shown on his summary sheet. The accountability 
reports are turned over to a clerk who checks them for 
accuracy, using the invoices received from the storeroom to 
check the sub-canteen stock receipts. He then enters these 
reports in a register in which any desired detail of break- 
down of sales can be obtained by use of a number of 
columns. This register is used as a subsidiary record of 
sales, the general ledger entries are made from a cash re- 
ceipts book in which bank deposits are recorded. It is to 
be expected that sub-canteens will have a small variation 
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between cash received and sales accountability ; however it 
should be small and any variation above average would be 
immediately investigated. 

The office clerk also enters the invoices received from 
the storeman in his perpetual storeroom inventory record. 
The storeman takes inventory of his stock on hand at the 
close of business each day, which he turns over to the ac- 
counting office clerk. The clerk compares this inventory 
with his perpetual inventory record and any differences 
are investigated. 


End of Month Statements 


At the end of each month inventory of all stock on hand 
in storeroom and sub-canteens is taken by the canteen 
manager. This inventory is extended at cost and selling 
price and from this the opening inventory at selling price, 
the purchases at selling price and the total sales accounta- 
bility for the month can be calculated. The variation be- 
tween this accountability and sales receipts as reflected by 
the cash book should balance with the variation for the 
month as shown by the summary of sub-canteens daily 
accountability reports. 


General Ledger 


The general ledger has the usual trading and profit and 
loss accounts of this type of retail business, and these are 
entered from the purchase register, cash receipts book, cash 
payments book, and general journal. 


Kitchen Operations 


The canteen operates a central kitchen in which coffee, 
tea, sandwiches, salad plates and other light meals are pre- 
pared. These items are shipped to sub-canteens in bulk and 
accounting is controlled by making the sub-canteens account 
for the containers used. Coffee and tea are sold in paper 
cups and each sub-canteen is required to account for the 
cups invoiced to it from the storeroom. Coffee and tea 
are combined as hot drinks on its accountability report. 
Sandwiches made in the kitchen are invoiced from the 
storeroom the same as any other commodity. Beans or 
other light meals are all sold at one price and controlled 
by accounting for the containers they are sold in, similar 
to coffee and tea. 
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From the daily accountability register the figures for 
sales of different kitchen products can be obtained and from 
the purchase invoice register a breakdown of kitchen pur- 
chases at cost can be obtained. With these figures the gross 
profit realized on different kitchen products is obtained 
and checking of this will point to wastage and spoilage 
that may be occuring in the kitchen. 


Control of Containers 


Containers unless adequately controlled can be the 
source of considerable loss. The system used is as follows: 
A deposit of 5c is charged for the bottle on all soft drinks 
or milk sold. The bottles are accounted for the same as 
any other item by the storeman and sub-canteen manager. 
Thus the perpetual inventory record will have an account 
for bottles and daily accountability reports will show sales 
of bottles and credit for returns to the storeroom. The 
debits and credits from the daily accountability reports 
are kept in a separate column in the daily accountability 
report register. At the end of the month the credit in this 
column will represent bottles in the hands of the public 
or bottles not returned to the canteen because they were 
lost or broken. 

Bottles or shells charged by wholesalers or returned to 
wholesalers are charged or credited through the purchase 
register to a containers account. At the end of the month 
bottles and shells are counted in the regular inventory and 
are valued at prices charged by wholesalers. The differ- 
ence between this valuation and containers account in the 
general ledger represents the loss on containers for the 
month. This loss is adjusted by the credit in the daily 
accountability breakdown less an estimated reserve for 
bottles unredeemed. An entry is put through the general 
journal charging sales and crediting containers and reserve 
for outstanding containers. 

Manager’s Control 

A report of sub-canteen and storeroom daily accounta- 
bility differences is presented to the manager daily. This 
enables him to keep daily control on shortages. Surprise 
checks of sub-canteen stocks are made throughout the 
month and this prevents any dishonesty in making up 
accountability reports. 
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Succession Duties Under Canada-U:S. 
Convention 


—" implement the succession duty convention between 

Canada and the United States, the Succession Duty 
Division of the Department of National Revenue has issued 
a set of forms as illustrated herewith and the following 
memorandum of instructions. 

The Canada-United States Death Duty Convention was 
signed June 8, 1944 by representatives of Canada and the 
United States and was proclaimed by the Governor in Coun- 
cil as of May 1, 1945. 

1. Estates of Persons Dying Domiciled in the 
United States of America 

Adjustments in any estate will be made only upon the 
written request of the estate representatives or a benefic- 
iary. 

In making application for an adjustment, the assess- 
ment should be examined and the request made to the 
Succession Duty Office where such assessment has orig- 
inally been prepared. 

The provisions of the convention change the method of 
assessment in the estates of persons dying domiciled in the 
United States of America in the following manner: 

(a) Where formerly the situs of shares of companies 
organized in Canada or the United States depended upon 
many factors there is now only one factor to take into 
consideration. Shares of companies organized in’ Canada 
are deemed to have a situs in Canada for succession duty 
purposes (art. 111-2). Shares of companies organized in 
the United States are deemed to have a situs in the United 
States (art. 111-1). This is so regardless of the physical 
situs of the certificates or the location of the share regis- 
ters. It should be noted that these rules apply to bearer 
share warrants, street certificates, certificates endorsed by 
the deceased, certificates in the names of nominees whether 
endorsed or not, as well as certificates registered in the 
name of the deceased not endorsed. 

(b) The initial rate which formerly depended upon the 
aggregate net value now depends upon the net Canadian 
assets, that is the gross Canadian assets less the proportion 
of debts (art. V—4(a)). 
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No adjustments will be made until such time as the 
applicant has submitted detailed schedules of all assets of 
the deceased wheresoever situated unless, of course, this 
information is already on file. The reason these schedules 
are required is that we may assure ourselves that all assets, 
particularly shares formerly not dutiable, are disclosed. 

Article V-4(b) deals with the method of apportioning 
exemptions. This involves no change and is merely a recital 
of present practice. 

Debts will be apportioned in accordance with present 
practice. 

2. Estates of Persons Dying Domiciled in Canada 

There is no change in the imposition of tax in the es- 
tates of persons dying domiciled in Canada or in the treat- 
ment of real estate. 

Credits 

Article VI—2 of the convention provides for a credit 
against the Canadian duty for tax paid to the United States 
on property deemed to be situated in the United States in 
respect to which tax has been paid to the United States. To 
obtain this credit the applicant must complete form 8.D.1- 
U.S. in quadruplicate. The applicant must forward three 
copies to the Commissioner of Internal Revenue, attention 
Miscellaneous Tax Unit, Washington 25, D.C., USA. The 
Commissioner will forward two certified copies to the De- 
puty Minister of National Revenue (Taxation) who in turn 
will forward one copy to the district office concerned. 

Upon receipt of form 8.D.1-U.S. the Succession Duty 
Office will proceed with the calculation of the credit to be 
allowed, provided the original succession duty assessment 
has been completed and any adjustments of which the Suc- 
cession Duty Office has knowledge have been made. 

From the information already on our file and the in- 
formation in form S.D.1-U.S. we will be able to prepare 
a statement of the credit to be allowed on form S.D.20-U.S. 
and the schedule attached thereto. This should be done 
in triplicate as follows: 

S.D.20-U.S.: This form must not be completed until the 
assessment of duty and all adjustments have been approved 
by head office. 

Item 1: Insert the total duty as finally determined. 

Item 2: Insert total U.S. tax. The conversion of funds 
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should always be shown so that either the Canadian or 
United States funds are indicated by one dollar. For in- 
* stance while U.S. funds remain at a 10% premium the 
matter will be handled thus: “Converted to Canadian Funds 
@ $1.00 US. = $1.10 Can.” 

Item 3: The gross value to be inserted here is the gross 
value as finally determined and used in the final assessment 
of duty. This of course is the total value of the assets 
after deducting from any particular asset any lien, charge 
or encumbrance thereon. In those cases where specific 
charges have been improperly shown among the general 
debts and have not been adjusted in our assessment the 
necessary adjustment must be made in order to arrive at 
the proper amount to be inserted. 


Item 4: Insert here the total amount of the debts as 
finally allowed exclusive of liens, charges and encumbrances 
against any particular assets. 

Item 5: Insert here the aggregate net value as finally 
determined (item 3 minus item 4). 

Item 6: In the space provided immediately above item 
six each item of property appearing in item 5 of S.D. 1-U.S. 
must be listed. The values to be shown, the total of which 
constitutes item 6, are the values determined by Canada 
for succession duty purposes in Canadian funds and not 
the values determined by the United States which appear 
in item 5 of 8.D.1-U.S. These Canadian values are of course 
those determined after deduction of any liens, charges or 
encumbrances against any of the property listed. 

Item 7:.Except in cases of abatement the fraction to be 

inserted here is: 
Gross U.S. property (item 6) less U.S. realty & U.S. specifics X Debts 
Gross wherever situate (item 3) less U.S. realty and all specifics (item 4) 
The word “specifics” as used in the fraction above, this 
memorandum, and form §S.D.20-U.S. and schedule, means 
all property which passes direct to a successor without 
change of character such as bequests of particular property, 
insurance and annuities payable to a named beneficiary, 
joint property passing to the survivor, property forming 
part of a trust created by the deceased prior to death and 
passing in accordance with the terms of the trust, and 
gifts inter vivos. 
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Item 8: The amount to be inserted here is item 6 less 
item 7. 

Schedule to S.D.20-U.S.: As the duty under the Domin- 
ion Succession Duty Act is charged in respect. of each suc- 
cession the credit is also so calculated. 





For use in Estates of persons 


dying domiciled in Canada. Form S.D.1-U.S8. 
THE DOMINION SUCCESSION DUTY ACT 
SOERRME SGLoG ctuaekbitase sek sehen ssawema Gee einss sbseu wb Aue sisieds 


APPLICATION FOR CREDIT AGAINST THE CANADIAN TAXES, OF THE UNITED 
STATES TAXES PAID ON ASSETS SITUATED AND TAXED IN 
THE UNITED STATES 


Article VI of the Succession Duty Convention between Canada and 
the United States—June 8th, 1944 


SM the Sa a eto ote Se ee aoe EEE te wise ERE ANKE oS Sawa 
See UES BRON OE osc ok 6 sess asses 658 Bere y of the Estate 
(Executor (s) /Administrator(s), etc.) 
tr cece hear aenueee seme seue whose last address was ........... 
Meee sects sanneste oan ce and who died domiciled in Canada on the 
ee Moulin dee Cee hele es oui oR BEE Goa dase wees ane te see . 
Applicant; 
I/We hereby declare: 
as 


1. That the deceased aan t 2 citizen of the United States. 


as no 

2. That the United States Federal Estate Taxes as finally deter- 
mined by the United States Government (expressed in United 
States dollars), excluding any interest or penalties, amounted 


Or ee en Pee ONL LE ER eT eT eT Te eee Te Te eT 
(U.S. dollars) 


3. That the United States Federal Estate Taxes were paid up in 


PRR iy so bac wise sabi Pea Me kee oO eAN Ree A SOAP eee se sloa sees 
(Day) (Month) (Year) 


4. That in accordance with.the terms of the Convention,— 
(a) the appropriate personal tax exemption has been allowed, 
and 
(b) if the decedent was not a citizen of the United States the 
United States Federal Estate taxes have been based on 
assets which had a situs in the United States. 
5. That the description and value of property situated in the 
United States and subjected to United States Federal Estate 
taxes is as follows:— 
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SUCCESSION DUTIES 


Value (U.S. dollars) 


Property (As established and 
(Each asset must be listed individually) accepted by U.S. 
Officials) 


er ee ee ar er i er a a er re 


Schedules may be attached. 
Identify property in respect of which U.S. allowed a deduction as 
property previously taxed. 
6. That no refund of all or any part of United States Federal 
Estate taxes is pending, no refund has been authorized and 


the Estate does not at the present time contemplate submitting 
an application for a refund of United States Federal Estate 


taxes. 

That no application for adjustment of Dominion Succession 

Duties is contemplated at the present time by the Estate. 

8. That the information contained in this Application is true and 
correct. 


= 





CERTIFICATION 
(Not To BE COMPLETED By APPLICANT) 


The information contained in Items 2 to 5 above, including any 
attached schedules, is hereby certified to be correct. There is no ap- 
plication for refund of United States Federal Estate Taxes pending or 
authorized as of the date of this certification. If hereafter a refund 
is made then notice will be given the Dominion Succession Duty tax 


officials. 


er 


AUTHORIZED OFFICIAL OF THE BUREAU 
OF INTERNAL REVENUE 
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DISTRICT DOMINION OF CANADA 
SO I a ten SUCCESSION DUTIES 
S.D. 20 U.S. 


STATEMENT OF CREDIT AGAINST SUCCESSION DUTIES TO BE 
ALLOWED UNDER CANADA-UNITED STATES DEATH 
DUTY CONVENTION 


MD iis cali unecmascawas bxaeeenese DATS OF DEATH ..0...5.6 cece 


ee ee ee ND 555k cv bh bbw ee ee ed snd bse wade sie cae 


Total Dominion Succession Total United States Estate i 
Duty without allowance Tax Paid 
for Credit (Item 2 of S.D.1 U.S.) 
ec eivisic a (U.S. Funds) 


Converted to 
Canadian Funds at 








3. Gross Value of Estate (as finally deter- 
mined for Succession Duty purposes) .. $..................0- 


4, Debts (as finally allowed for Succession 
SPE RINE 5 G's Si Sie o Sw Arsls o bis oe ee: eee veteeeee 


5. Aggregate Net Value ................. Bice we teases eae 





PROPERTY SITUATED IN THE UNITED STATES AND 
SUBJECTED TO UNITED STATES FEDERAL ESTATE TAXES 


VALUE 
PROPERTY Canadian Funds 


(Each asset must be listed individually) ae a. 


sion Duty purposes) 


S006 D260 O46 OME DAS SS EO.6 £186 OREDECHEO HORN OHO CELD CO DDK CASED ODES ODO EO OS 
Venere ee eee eer ee. eee eee ee ee oe a ee ae ee ee en i) eee a ee eee eee os 
SSS ©, 6 56.0 S OO Ob 5.49 6.4°6:E oe C0 MS 666.019. 0 0 OS 4 6 0.4.6 0.6 5 ab ow 66.056 64006482 OO OS 
isin PW S10 24:0 RS Cee C0 Ses 2ST Oe es Ae SOS es OS Ow eee Oly bens O08 6 8.5% ae De eS 
—Terrverey ee LereT rere er ery Lae eer er ee eae ee ee eee ee oe Sa ee a a ee 
CFS OS OOH KSC H EDO KORO OSSD 5455450501404 6 OKT O HOT ODHODE 


ee | 








SUCCESSION DUTIES 


| 
ee 


6. Total Value of United States Property ............ BS saktiewieate 
Bes pe bieses 

7. Less proportion of Debts Bet seieertes teteeeeeeeee 
Beene Pcs 

S.. Wek Waited: Bintes: POMOC occa hc ccs cweces $.. Bi en a ails 

9. Total CREDIT: TN Padee ee ee aee ees 


er ea) 


(Total of Column H of Schedule 
attached) 


SAS CO Ode 6.60. 4/66 66:4. 0'8. 6 46:00 % 


Inspector of Succession Duties 





S.D. 20 U.S. 
Schedule 


Editor’s Note: Space does not permit actual reproduction of this 
form, but it provides for listing, for individual successors, of “com- 
position of successions” under four groups, namely, W United States 
realty, X United States specifics, Y other specifics, and Z all other 
benefits, and opposite these the following entries: 

A. Distribution of Aggregate Net Value. 

B. That part of Estate over which U.S. Property other than 

Specifics and Realty is Apportioned. 

C. Distribution of U.S. Property (Item 8 SD-20-U.S.). 

D. Canadian Succession Duties (Item 1 SD-20-U.S.). 

E. Canadian Duty on U.S. Property (Article VI-2-(c) of Con- 

vention). 
F. Apportionment of U.S. Estate Tax (Item 2 SD-20-U.S.) over 

Column .C. 

G. U.S, Tax on U.S. Property subjected to Canadian Duty (Ar- 
ticle VI-2-(b) of Convention). 
H. Credit (Lesser of Col. G and Col. E for each Succession). 


It will be seen from the first column of the schedule 
that each succession will be broken down into four categor- 
ies and totals only entered in each category. Even though 
USS. realty is a specific it must appear opposite “U.S. real- 
ty”, item “W”’. 

Column A: The distribution to appear here is the dis- 
tribution of the aggregate net value used for the final as- 
sessment of duty rearranged in each succession into the 
categories indicated in the first column. 

Column B: In each succession repeat item “Z” in col- 
umn A. 


229 











THE CANADIAN CHARTERED ACCOUNTANT 


Column C: In this column item 8 is distributed among 
the successions as follows: Those items in “W” and “X” 
in each succession in column A which are included in item 
8 are repeated in this column. The remainder of item 8 
is divided among the successions in the proportion that the 
amount in column B in each succession bears to the total 
of column B and the result applicable to each succession is 
inserted in item “Z’”’ in this column. 

Column D: Insert in this column for each succession 
the total succession duties as finally determined in respect 
thereof. 

Column E: The amount to be inserted for each succes- 
sion in this column is the result of 

X + Z in col. C 
X4Y4 Zinc. aA *o.D 

Column F: The amounts to be inserted for each succes- 
sion here are amounts that bear the same ratio to item 2 
as each item in the succession in column C bears to the 
total of column C. 

Column G: The total of “X” and “Z” in column F in 
each succession is inserted in column G. It may be noted 
that the amount arrived at here is that required by the 
ratio in art. VI—2(b) in that it bears the same ratio to 
the total estate taxes in the succession as the value of the 
United States property taxed by Canada in the succession 
bears to the value of the property taxed by the United 
States in the succession. 

Column H: The credit for each succession to be inserted 
in this column is the amount for each succession shown 
in column G unless it exceeds the amount shown for the 
succession in column E in which case the amount shown 
for the succession in column E is to be inserted. 
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Current Accounting Literature 
By Frank S. Capon, C.A. 


HE similarity between United States and Canadian tax 
provisions regarding pension plans is so marked that 
the article on the subject by N. D. Cann, United States 
Deputy Commissioner of Internal Revenue, in the 15th July 
N.A.C.A. Bulletin (National Association of Cost Account- 
ants, 385 Madison Avenue, New York) will be found inter- 
esting and helpful in this country. Under present tax rates 
there has been an amazing, and probably unhealthy, growth 
in the number of pension plans set up within allowable tax 
limits. Maintenance of such plans in times of lower taxes 
and profits may present many problems, most of which will 
probably land upon the backs of accountants. 


Profit and Loss Statements by Commodities 

In the same bulletin, T. H. Patterson presents a plan for 
preparing profit and loss accounts by commodities rather 
than for the company as a whole. While this principle is 
already in effect internally in most large companies, some of 
the benefits are equally important to small business, par- 
ticularly those phases dealing with forecasting or budgeting. 

Momentum Costs 

Here is a new term that is particularly well chosen. In 
the Ist August N.A.C.A. Bulletin, W. F. Titus outlines some 
problems on contract termination and momentum costs. 
These are like an automobile—once you get it moving fast 
you cannot stop it immediately, no matter how good the 
brakes. Similarly, war contract costs pile up from their own 
momentum, even though the contracts are being terminated 
without notice. Here is a major problem for accountants, 
and Mr. Titus sheds some welcome light on it. 

Standard Costs 

In summing up his article on “Making Standard Costs 
Work” in the same bulletin, H. B. Naramore states he has 
“made an effort to show that the application of standard 
costs can make a vital contribution to the efficient opera- 
tion of an organization”. Reliable cost figures will be indis- 
pensable in the emergency period with which we are now 
faced, and the value of standards against which current 
data can be checked cannot be overestimated. While Mr. 
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Naramore’s article deals specifically with textile costing, 
the broad principles are equally applicable to most manu- 
facturing operations. 
Developments in Accounting and Auditing 

The accounting research bulletins and the statements on 
auditing procedures, issued by two of the senior committees 
of the American Institute of Accountants are looked up to by 
all accountants as major contributions to accounting prog- 
ress. By keeping all accountants in touch with the prob- 
lems under consideration by the committees, it is hoped that 
constructive comments and criticisms will be forthcoming 
at a time when the committees can take them into account. 
In the August “Journal of Accountancy” (13 East 41st 
Street, New York), Carman G. Blough has summarized 
briefly the many major problems under consideration, giv- 
ing present trends of thinking, and indicating the general 
lines along which rulings are likely to be framed. No 
doubt the American Institute would welcome helpful sug- 
gestions from Canadian accountants on these subjects. 


Audit Procedure for Municipalities 


Under the heading of official decisions and releases, the 
August “Journal of Accountancy” contains a detailed pro- 
cedure and program for the audit of accounts of a muni- 
cipality, as proposed by the California Society of Certified 
Public Accountants. Those concerned with municipality 
auditing will find no detail missing in this excellent memo- 
randum. 


Post-War Taxation 

Leading articles, reports and speeches on desirable tax 
reforms for the post-war period are strikingly similar in 
their main features. Mr. Maurice Austin, in the August 
“Journal of Accountancy” gives a series of proposals for 
taxes after victory and, in common with other leading ex- 
perts, calls for major rate reductions, repeal of excess 
profits tax, elimination of double taxation on corporate 
profits, simplification of tax structures, and so forth. Such 
a degree of unanimity greatly enhances the possibilities for 
the adoption by governments of progressive tax changes. 


Cost Control 


The emphasis on cost determination during the war 
must not overshadow the first aim of cost accounting—cost 
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control—says A. Matz, in the August “Journal of Account~ 
ancy”. Dr. Matz gives six fundamental principles for cost 
control which are summarized below: 

1. The cost system must be workable, and co-ordinated 
with planning and production control systems. 

2. The cost control must be simple. 

3. Responsibility for accomplishment, and authority for 
actions must be clearly defined. 

4. Means must be found for measuring performance and 
efficiency. 

5. Reports must be prepared for management. 

6. Recognition must be given to human element in busi- 
ness. 


Farm Costing 
A detailed and interesting article on arable farm cost- 
ing in Britain is contained in the May issue of “The Cost: 
Accountant” (London, England). The author, J. A. Stod-- 
art, is himself a farmer, and has a faculty of explaining 
farming in terms that the accounting layman can under- 


stand without difficulty. 
Form of Financial Statements 

Following the publication of the Cohen Committee Re- 
port on the United Kingdom Companies Act, a draft set of 
financial statements has been drawn up by two members of 
the Incorporated Accountants Research Committee in a 
form that would comply with the proposed revised act. The 
complete set of draft statements, with relative extracts 
from the Cohen Report, is published in the August issue of 
“Accountancy” (London, England) and, regardless of the 
fact that some British accounting conventions may not be 
observed in Canada, a study of these draft statements by 
Canadian accountants is strongly recommended. 

Defining and Accounting for Depreciation 

In an official release on depreciation, the American In- 
stitute stated in part “ ... emphasized the truth that the 
allocation (of depreciation) bears no close relation to 
change in value”. Dr. Scott of the University of Missouri, 
takes this remark, and the entire official statement, and 
tears them to shreds in the July “Accounting Review” 
(Evanston, Illinois). He states that the appropriateness of 
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the method of allocation chosen and the equitableness of 
the result which it affords depend upon the degree to which 
the writing down of the book value corresponds with the 
actual change in the value of the asset from cost new to 
scrap value. As long as we have assets which are as differ- 
ent as a dynamo, a dairy cow, and an airplane engine, we 
shall need different methods of calculating periodic de- 
preciation. Personally, I prefer Dr. Scott’s views on de- 
preciation to those of the association, although theory can 
sometimes appear idealistic opposite down-to-earth account- 
ing practices. Whichever is right, it is of the utmost im- 
portance that we receive such jolts as Dr. Scott has handed 
out, for this is the only way to avoid complacency and 
mediocrity. 
Accountants’ Contribution to the War 

Although this is not the title for the article by E. L. 
Kohler and W. W. Cooper on “Accounting in the War Pro- 
gram”, published in the July “Acounting Review”, it would 
be almost as suitable. The authors have summarized the 
monumental task of those accountants, or pen-pushers, 
whose lot did not happen to include combat duty—procure- 
ment pricing, wage control, price control, renegotiation, 
termination and all the others. It would have been im- 
possible for government to carry out its program without 
the unbelievable volume of accounting reports and state- 
ments, and it is surprising but undoubtedly true that few 
accountants have appreciated the magnitude of the task 
reviewed by Messrs. Kohler and Cooper 


Personals 


Winspear, Hamilton, Anderson & Company, chartered 
accountants, announce the removal of their Vancouver 
offices to 26-28, 520 Seymour Street, Vancouver. 


Peters, Brown & Company, chartered accountants, Tor- 
onto, Fort Erie and Kitchener, announce the admission as 
partner of Harvey L. Good, C.A., formerly Wing Comman- 
der in the R.C.A.F. 


Neil W. Higgins, C.A., formerly with the Income Tax 
Department, Charlottetown, announces the opening of an 
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OBITUARIES 


office at 144 Richmond Street, Charlottetown, Prince Ed- 
ward Island, for the practice of his profession. 


Robert W. Adams, C.A., has resigned from the service 
of the comptroller of the treasury branch, Department of 
Finance, Ottawa, and returned to Toronto to open an office 
for the practice of his profession in the Kent Building, 156 
Yonge Street. He also announces that he has acquired the 
practice of the late M. F. Pridham, C.A., Toronto. 


Obituaries 
The Late Ernest R. Watson 


The Institute of Chartered Accountants of Nova Scotia 
regrets to announce the death of Ernest R. Watson at St. 
John’s, Newfoundland, in his seventy-third year. 

Born in London, England, the late Mr. Watson qualified 
for membership in the Institute of Chartered Accountants 
in England and Wales in 1896 and became a Fellow of the 
Institute in 1909. He was a member of the old established 
firm of G. N. Read, Son & Company of London and became 
resident partner of the firm’s St. John’s, Newfoundland 
branch, which was opened in 1906. The firm later became 
G. N. Read, Son & Watson and continued under that style 
until 1933, when Mr. Watson took over the sole ownership 
of the Newfoundland branch. He was admitted to mem- 
bership in the Institute of Chartered Accountants of Nova 
Scotia in 1933 and that same year took into partnership 
Mr. Robert Leith, also a member of the Institute of Nova 
Scotia, and they together carried on the practice under the 
name of Read, Son, Watson and Leith at the Bank of 
Montreal Building, St. John’s. Mr. Watson retired towards 
the end of 1943 and the practice has been and is being 
continued by Mr. Robert Leith, under the same style and 
at the same address. 

To his family the members extend their sincere sym- 
pathy. 
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STUDENTS’ DEPARTMENT 


R. G. H. SMAILS, C.A., Editor 
NOTES AND COMMENT 


In last month’s issue comment was made that it would 
be interesting to see how the recommendations of the Cohen 
Committee for reform of the English Companies Act would 
be regarded by Sir Stafford Cripps the new President of 
the Board of Trade. The following extract from the finan- 
cial columns of the Manchester Guardian is an indication 
of enlightened surmise on this topic. 

“It is a measure of the continuity which this country 
takes for granted that no one has asked whether the recom- 
mendations of the Cohen Committee for the reform of the 
company law are likely to be accepted or turned down by 
the Labour Government. Apart from any special clauses 
which the new President of the Board of Trade may want 
to see strengthened there is little doubt in the business com- 
aunity that the bulk of the report will pass into a draft 
dill. 

“Those parts of the report which recommend greater 
publicity for company affairs are least likely to undergo 
any change in the passage into law. Accountants and 
others who have been studying the effect of the proposals 
on the design of the companies’ accounts will find much 
interest in a specimen balance sheet and profit and loss 
account published in the August issue of “Accountancy.” 
The tables were prepared by Mr. F. S. Bray and Mr. H. B. 
Sheasby, the joint authors of the recent book on “Design of 
Accounts” (Oxford University Press). They give effect 
both to all the requirements of the Cohen Report and to the 
recommendations of the authors’ book. Without going into 
the matter itself for the present one is bound to say that a 
fine new world of information would be opened up if all 
companies were obliged to publish annual reports so clear, 
so full, and so transparent.” 

* * ak 

It may sound an odd procedure to make an adding- 
machine total of the distinguishing numbers of ledger ac- 
counts—as a part of a system of internal check. And yet 
that is what is actually done in some cases where a very 
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large number of postings have to be made from voucher 
slips to a large number of personal accounts. The amounts 
and account numbers are totalled from the vouchers by one 
clerk while the ledger posting machine totals the amounts 
posted and also the account numbers (as read from the 
ledger sheets to which the postings are made). If the two 
totals of account numbers are in agreement there is a very 
high degree of probability that each amount has been posted 
to the right account. The necessity for detailed checking 
of all postings by an internal audit staff is thus avoided. 


* * * 


PUZZLE 


A and B have 3,500 vouchers to examine. A works at 
the rate of 180 vouchers per hour starting with Voucher 
No. 1 and working forward, while B works at the rate of 
800 vouchers per hour starting with Voucher No. 3500 and 
working backward. B’s work was interrupted for twenty 
minutes while he traced doubtful entries. 

How long will the two men take to complete the exam- 


ination of the vouchers and how many vouchers will each 
man have examined when the task is completed? 


* * * 


SOLUTION TO LAST MONTH’S PUZZLE 


The answer is 241.4 miles per hour. 
Let x = the air speed of the plane in miles per hour. 
Then the journey against the wind will take 400 
x—100 
hours and the journey with the wind 400 hours. 
x+100 
400 + 400 


xX—100 x+100 

.*. x2200x—10,000 — 0 

.”, x2200x+10,000 — 20,000 

-*. (x—100)?= 20,000 

.. X—100= 20,000 

.”. x=100+ V20,000 
x=2414, 
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STUDENTS’ ASSOCIATION NEWS 
Quebec 


The Quebec Students’ Society has arranged an extensive 
programme for the 1945-46 season. The programme has 
been divided into activities for chartered accountants and 
students in the hope that the greatest number of both may 
participate. 

A series of four dinner meetings, primarily for char- 
tered accountants, has been arranged, at which talks will 
be given both by business men and members of the pro- 
fession, followed by discussion periods on the topic of the 
evening. 

A series of lectures and discussion periods have been 
planned for chartered accountants and students returned 
from the Armed Forces, covering the Wartime Salaries 
Order, T-2 Questionnaire and report and changes in taxa- 
tion during the war years. Other lectures will be arranged 
as the needs of the returned men are made known. 

The Society’s offices will be in use every evening from 
the 1st October until examination time by study groups of 
students. English speaking students will have eight lec- 
tures in the final section and four lectures for intermediate 
students. French speaking students are holding in all some 
thirteen lectures and discussion periods in preparation for 
the final examinations. 

In co-operation with Ecole Superieure de Commerce de 
Quebec a series of thirty lectures will be given in Quebec 
city during the fall months to intermediate students in 
preparation for the Dominion examination. 

It is anticipated that the usual lectures on income and 
excess profits tax changes will be given by Mr. A. W. Gil- 
mour, during the early part of 1946. 

The main event of the year is the annual dinner which 
will be held in the Spanish Room of the Queens Hotel, Tues- 
day, December 11th. The annual meeting and sports day 
will be held towards the end of May, next year. 
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PROBLEMS AND SOLUTIONS 
THE PROVINCIAL INSTITUTES OF CHARTERED ACCOUNTANTS 


Solutions presented in this section are prepared by practising 
members of the several provincial Institutes and represent the personal 
views and opinions of those members. They are designed not as 
models for submission to the examiner but rather as such discussion 
and explanation of the problem will make its study of benefit to the 
student. Discussion of solutions presented is cordially invited. 




















PROBLEM I 
INTERMEDIATE EXAMINATION, DECEMBER 1944 


Accounting II, Question 2 (20 marks) 


A Company Limited operates three retail stores, All goods are 
purchased by head office and shipped from the warehouse to the stores. 
Such goods are charged to the stores at selling price. Information with 
respect to sales, opening inventories at stores and shipments to stores 
for the year ended 31st October 1944 is set out below: 














Stores 
1 2 3 
NEI aaa cr re AL NR Bins oh eta te ole viet $ 256,860 432,987 375,671 
Opening inventory valued at selling 
RN sic 7 setcintes walpes w arcle erwin elas Sele 28,783 45,867 38,219 
Shipments to stores valued at selling 
MUM! 5G: scl a aa Gaede aig ara ered wie sas ei 267,956 447,835 373,879 






Physical inventories taken at 31st October 1944 and valued at 
selling prices reveal the following shortages: 








Store Amount of Shortage 
Be ties Greens Ieee alana Scietens estas stim Monae aes $ 754 
Deuce ee tsa Neca carbs aes ns breathe eae ease 889 
BB Gtaiis cis cais yak draw ocd Ms Feainek See omen ores 468 





The opening inventory of stocks at head office valued at cost 
amounted to $58,676, purchases for the year were $898,764. Head office 
does not ship any goods except to stores. In determining selling prices 
the company uses a mark-up of 25% of cost. Physical inventory of 
head office stocks at 3lst October 1944 disclosed a shortage of $1,375. 


Required: 

From the foregoing information prepare a consolidating statement 
of sales, cost of sales and gross profit of the company as a whole. 
Cents may be disregarded in the solution of the problem. 
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PROBLEM II 
FINAL EXAMINATION, DECEMBER 1944 


Accounting II, Question 3 (25 marks) 


Motors Limited, automobile distributors, finding as a result of the 
war that its automobile business was dwindling to negligible propor- 
tions, added a machine shop in 1942, which has proved to be quite 
profitable. In connection therewith the company in the years 1942 and 
1943 bought substantial amounts of equipment on which it received 
certificates of special depreciation from the War Contracts Deprecia- 
tion Board, permitting it to write special depreciation on these assets 
at the rate of 40% in the year in which the assets were acquired and 
40% in the subsequent year. The residual value of 20% is being de- 
preciated at normal rates. 

During the years 1942 and 1943 the machine shop was engaged 
practically 100% of the time in the manufacture of two articles re- 
quired by prime contractors to the Department of Munitions and Sup- 
ply and no serious difficulties were encountered in allocating costs. 
In 1944, however, the company in addition to acting as a sub-contrac- 
tor for an increasing number of products required by the Department 
of Munitions and Supply also began to accept outside contracts and 
the management found that it was extremely difficult to give accurate 
quotations because it could not estimate costs in advance, nor could 
it ascertain what the profits were at the end of each month. 

The management has asked you to install a cost system that will 
account for each job or contract undertaken both as to billing and as 
to cost. The contracts that are taken involve the use of material (on 
some jobs only) shop labour, use of machines and overhead. The 
Management would like to receive a monthly summary showing the 
cost and billing price of all contracts completed during the month 
as well as the position of the work in progress at the end of the month 
on which no profit will be taken into account until the work has 
been completed. Provision will have to be made for the occasional 
items of cost which for one reason or another have developed after 
certain jobs have been billed. 

Required: 

(a) Outline the type of cost system you would recommend for 
this business, summarizing briefly how it would be operated, and draft 
the form of necessary records and the monthly summary. 

(b) Indicate the journal entries that would be required each 
month in such a system, 

(c) What additional information will be required by the manage- 
ment in making quotations in 1945. 


A SOLUTION 


(a) <A job cost system is recommended for this type of business. Each 
job or contract undertaken would be given a number and the per- 
tinent details in connection therewith would be entered either on 
the face of a docket or on a separate sheet for each contract. These 
dockets or sheets would act as “work-in-progress” ledger sheets on 
which costs would be accumulated. They would be designed some- 
what as follows: 
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Date taken 

Customer Quoted Price 

Address 

Description of work Estimated date of 
completion 


Cost Record 


Date Reference| Materials Labour Overhead Total 


Invoiced—Date Invoice No. Amount $ 





Materials delivered from stock and time spent by workmen should 
be recorded under the respective job numbers and summarized on 
monthly statements for material and for labour. The total material 
and total labour applicable to each job each month would be posted 
to the individual dockets or sheets in the work-in-progress ledger. 

Rates should be determined each month for applying overhead as 
a percentage either of labour or of materials, or possibly as separate 
percentages on both labour and materials. The use of machines may 
be included in the general overhead rate or if feasible a separate rate 
per hour should be computed for each type of machine or machine 
centre. 

At the end of each month all open contracts, as well as contracts 
completed during the month, would be summarized from the work-in- 
progress ledger sheets on a monthly summary. This summary would 
take the following form: 


Accumulated Billed during 
cost of month 
Job No.| incompleted 
Amount 
contracts invoiced 


Loss 








STUDENTS’ DEPARTMENT 





The total of the “Accumulated cost of incompleted contracts’ should 
agree with the work-in-progress account in the general ledger. The 
combined totals of the columns “Delayed costs” and “Cost billed during 
the month” would be transferred to cost of sales. The total of the 
“Amount invoiced” column should agree with the total sales for the 
month, 

(b) Journal entries required each month— 
(i) Dr. work-in-progress (summarized by job number) 
Cr. Materials 

(To charge work-in-progress with cost of materials used 
during the month.) 

(ii) Dr. Work-in-progress (summarized by job numbers) 

Cr. Wages payable 

(To charge work-in-progress with labour costs for the 
month.) 

(iii) Dr. Work-in-progress (summarized by job numbers) 

Cr. Overhead absorbed 

(To charge work-in-progress with overhead absorbed in the 
month’s production.) 

(iv) Dr. Accounts receivable 

Cr. Sales 

(To record sales for month—this should be the same amount 
as the total of the “Amount invoiced” column in the 
monthly summary.) 

(v) Dr. Cost of sales 

Cr. Work-in-progress (summarized by job numbers) 

(To charge cost of sales with the cost of jobs billed during 
the month and the delayed costs as shown by the monthly 
summary.) 

(c) The overhead costs in 1945 will include depreciation at normal 
rates on the 20% residual value on the assets acquired in 1942 and 
1943. This will provide the management with the proper figures for 
making quotations on products to be produced for the Department of 
Munitions and Supply, which is entitled to this lower rate of deprecia- 
tion. The management should also be supplied with figures on the 
“normal” amount of depreciation that would have been provided in 
1945 if special depreciation had not been written in prior years. This 
“normal” depreciation should be taken into consideration when making 
quotations on contracts other than for work originating with the De- 
partment of Munitions and Supply. How much of this additional de- 
preciation can be included in such quotations will depend on whether 
the company’s competitors have the same special depreciation advant- 
age that Motors Limited has and also on how competitive the mar- 
ket is at the time, 


PROBLEM III 
FINAL EXAMINATION, DECEMBER 1944 
Accounting II, Question 4 (15 marks) 

A large manufacturing business with several sales branches across 
Canada has retained you to supervise the preparation of a budget for 
the coming year. Outline the steps to be taken in the preparation 
of this budget. 

AN ANSWER 
Steps to be taken in the preparation of a budget 
(1) Divide the proposed budget into functional divisions— 


Sales budget—secure sales forecast from sales manager based 
upon his own and branch managers’ estimates. 


OcToBER 1945. 243 





THE CANADIAN CHARTERED ACCOUNTANT 


Production budget—Secure from the production and purchas- 
ing departments their expenditure requirements based up- 
on the sales forecast, and their estimates of costs of raw 
materials, labour and overhead. 

Expense budget—Secure estimate of expense forecasts from 
various divisions based upon sales forecasts. 

Cash budget—Have comptroller’s division (or treasurer) after 
securing above estimates— 

(1) Prepare cash budget 
(2) Project profit and loss account 
(3) Project balance sheet and working capital position. 
(2) Stress importance of reasonably accurate estimates. Have all 
budgets signed to place responsibility. 
(3) Prepare instructions for setting up budgets— 

Prepare instructions for reconciling of primary budgets be 
tween departments. 

Prepare instructions for setting up master budget. 

Prepare instructions for reconciling budget and actual figures 
and specify when these reconciliations are to take place, 

Obtain past financial statements to check for omissions and 
apparent reasonableness of budgets presented. 

(4) Prepare program of information to be furnished to officials 
and specify time of delivery. 
(5) Outline forms of reports. 


CORRESPONDENCE 
DISCUSSION OF PROBLEM SOLUTIONS 


Issue of July 1945, Problem III 


Montreal, Quebec, 
July 18, 1945. 


Dear Sir: 

In respect to Problem III of the July issue I take exception to 
the comparison of $140,000 earned on the present basis with $109,500 
earned under the proposed plan, as stated under the suggested solu- 
tion. My reason for this is that the total of $140,000 includes the 
profits of the first period, $70,000, and it is obvious that at that time 
lower tax rates existed, These particular rates were not used in 
making up the figures for the first period under the proposed plan. 
Therefore the comparison is made when all other things are not equal. 

I would greatly appreciate your comments on my criticism of the 
proposed solution. 

Yours truly, 
(signed) C. S. Deakin. 


[The practising member who prepared the solution to Problem III 
of the July issue comments: “It is true that the net profits are not 
strictly comparable, because of changes in rates of tax. 

He should know, however, that the suggested solution includes an 
alternative method, that of taking average profits and applying uni- 
form tax rates to them on the two different bases for standard profits; 
and I am sure that if this candidate expressed to the examiner the 
views which he gave in his letter, then he would receive adequate 
marks.” Editor.] 
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Issue of August 1945, Problem II 
Montreal, 
August 25, 1945. 
Dear Sir: 

In connection with Problem II of the August issue, I cannot see 
the reason for the journal entry (b)(iv). As the company does a 
considerable business in repair parts, there must be a Finished Stock 
of Repair Parts. In my opinion, the entry should be a debit to Cost 
of Sales of Repair Parts and a credit to Finished Stock of Repair 
Parts. This would be consistent with journal entry (b) (iii). 

Also, I cannot understand journal entry (b) (v). The question 
does not state that finished fioods are free. It does say that repair 
parts are sometimes free. This entry does indicate that finished 
goods are free, because it does credit Finished Stock. In my 
opinion, it should credit Finished Stock of Repair Parts. My opinion 
also applies to journal entry (b) (vi). 

The original charge to Finished Stock of Repair Parts and credit 
to Material, Direct Labour, and Factory Overhead could be estimated 
from the information provided by the Engineering Department ((a) 
(i) para. 2) and Production Department. 

I would appreciate your comments on my opinion on this matter. 

Yours very truly, 
(Signed) C. S. Deakin. 


[The practising member who prepared the solution to Problem II 
of the August issue submitted the following comment on Mr. Deakin’s 
letter: “It seems to me that the student has missed the point that 
was prominently displayed in the opening sentence of the third para- 
graph of the question, namely, that “the rate of profit on repair parts 


remains fairly consistent at approximately 35% of selling price’. This 
fact was stated in a prominent position in the question in order that 
the candidates would not run into all the difficulties that would be 
encountered if the thousands of individual parts that go into the manu- 
facture of ranges and refrigerators were all costed and recorded indi- 
vidually in the accounts each month. If the student’s suggestion were 
carried out, the following journal entries, etc., would be required: 

1. A card would be prepared for each part used in the present line 
of ranges and refrigerators manufactured as well as each part stocked 
for discontinued models that had been manufactured in the past, on 
which would be entered material, labour, overhead and total cost of 
that item. These cards would be changed each time there was any 
change in costs. Each card would be ruled as an inventory card to 
show the number of units of finished stock on hand at the end of every 
month, indicating debit, credit and balance for both units and dollar 
value. At any time a trial balance of the dollar balances on these 
cards should agree with the “finished stock—parts’’ control account 
in the general ledger. The cost shown on these cards for each indi- 
vidual item would be multiplied by each month’s production to obtain 
the material, labour, overhead and total cost of the number of units 
of that item manufactured during the month. These costs would then 
be summarized and used in preparing the following monthly journal 
entry: 

Dr. Finished stock—parts 

Cr. Material 
Direct labour 
Factory overhead absorbed 

(To transfer the estimated cost of production for the month to 

finished parts). 
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2. Cards would also be prepared and costs compiled and summar- 
ized in the same manner as indicated in (b)i, (b)ii and (b)iii of the 
published answer, with the exception that the journal entry for (b)ii 
would be as follows: 

Dr. Finished stock—electric ranges 

gas ranges 
refrigerators 
Cr. Finished stock—parts 

(To transfer the estimated cost of finished goods for the month 

from parts to finished stock). 

3. The sales of repair parts would have to be accumulated sep- 
arately for each individual part sold, which in turn would be multi- 
plied by the individual cost of that item as shown by the cost cards 
and finally summarized to prepare the following journal entry: 

Dr. Cost of sales repair parts—electric ranges 

gas ranges 
refrigerators 
Cr. Finished stock—parts 

(To charge cost of sales with the estimated cost of repair parts 

sold during the month). 

4. The only change in items (b)v and (b)vi of the answer would 
be that the credit to material, direct labour, and factory overhead 
absorbed would be replaced by a credit to “finished stock—parts”. 

You may assure the student that if he answered the question along 
the lines outlined above he would, no doubt, have received full marks. 
From the practical point of view, however, the cost accounting depart- 
ment would need to have been at least tripled, the monthly statements 
would probably have been completed considerably later in the month 
than would otherwise have been the case, and the management would 
still only receive the same information which it would have received 
using the solution that has already been published in the magazine. 

I trust the above takes care of the first and third paragraphs of 
the student’s letter as well as that portion of the second paragraph 
dealing with the credit of the finished stock of repair parts. 

In dealing with the first part of the student’s second paragraph, 
I agree that the question does not specifically state that finished stock 
is free. In actual practice, however, it is sometimes much more prac- 
tical to supply a completely new range or refrigerator to replace de- 
fective goods in place of trying to repair an appliance which has 
proved to be unsatisfactory; in this case there may or may not be a 
subsequent credit to free repairs and a charge to material for any 
salvage value obtained from the appliance which was removed. In 
addition, in normal times, a substantial number of ranges and refrig- 
erators are given away at cooking demonstrations, etc., and are shown 
on no charge invoices. It is necessary in these cases to record the 
proper credit to finished stock and the corresponding charge to adver- 
tising, sales promotion, etc.” Editor.] 





